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EDUCATION FOR BUSINESS IN CZECHOSLOVAKIA 


I. THE EDUCATIONAL SYSTEM IN GENERAL 


The business schools of Czechoslovakia are now part of the 
unified system of schools worked out by the Ministry of Public 
Education during the first years of the existence of the Republic. 
The old Austrian types of schools have been retained, and their 
place in the educational system has been definitely fixed, but 
their curriculums have undergone important changes. The cur- 
riculums have been standardized so that there is a single curric- 
ulum for all schools of a given type. The only difference between 
two schools of the same type is the difference in personnel. Since 
the instructors themselves are products of a standardized ma- 
chinery for training, examining, and appointing; since the train- 
ing in all of the schools is quite intensive; and since the Czecho- 
slovakians are extremely susceptible to educational influences, 
the Czechoslovakians of future generations will tend to be dif- 
ferentiated into varieties according to the types of schools 
through which they have passed. The good or bad influences of 
a standardized school system may result in very far-reaching 
consequences. This present discussion deals primarily with the 
way in which future business men, economists, and financiers 
are being trained. 

In Czechoslovakia the whole system of formal education is 
under the control of the Ministry of Public Education, although 
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not all of the schools are supported by the state or by other pub- 
lic bodies. Primary education, which takes place between the 
sixth and fourteenth years of age, is compulsory and is provided 
by free state-supported public schools, although there are still a 
few denominational primary schools, all of them in the land of 
Slovakia.’ This eight-year period of primary education is di- 
vided between a five-year common school and a three-year civic 
school. Every citizen must pass through the first four grades of 
the.common school; after that he may either enter a college or 
remain in the common school. If he remains for his fifth year in 
the common school—as is customary—he may either go to col- 
lege at any time afterward or finish his compulsory education in 
the civic school. The civic school may be used as a preparatory 
school for the system of secondary technical schools, among 
which are the industrial schools, the agricultural schools, and the 
business schools. 

The curriculum of the compulsory period of education, com- 
prising the common and the civic school, resembles the curricu- 
lum of the American elementary schools. The chief difference 
lies in the fact that in Czechoslovakia less time is spent in the 
teaching of language, spelling, etc., since the Czech language is 
on a phonetic basis, thus making unnecessary the drill required 
for the learning of English.’ The time thus saved is employed in 
teaching more geography, history, and natural science. In: civics 
the curriculum of the Czech public school is less satisfactory 
than that of the American grade school, both with respect to 
the number of hours devoted to the teaching of the subject and 
with respect to the subject-matter. Civics is taught more as a 
legal theory than as a moral science contributing to the forma- 
tion of the character of the pupil. 

* Slovakia, as will be remembered, had been subject to Magyar rule for al- 
most ten centuries, being a part of the Kingdom of Hungary. Under this rule 
education of the people had been neglected to the extent that when, in 1918, the 
land became again a Czechoslovakian territority, the Czechoslovak government 


had to build up a public school system from almost nothing. Over three thousand 
public schools were started in Slovakia in the first year of the Republic. 

*It has been estimated that about two years are saved in the course of the 
primary and secondary education. This helps to explain why a Ph.D. at twenty- 
two years of age is nothing unusual in Czechoslovakia. 
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The college secondary education is of three types: the Gym- 
nasium,® the Realgymnasium, and the Realschool. The first two 
have a curriculum based on eight years of attendance, the third 
requires only seven years. The curriculums of the three types of 
college are much alike, except that the Gymnasium (oldest type) 
teaches both Greek and Latin; the Realgymnasium, only Latin; 
and the Realschool, none of the classical languages. In the cur- 
riculum of the Realgymnasium Greek is replaced by French; 
in the curriculum of the Realschool Greek is replaced by French 
while Latin is replaced by descriptive geometry, which is not 
taught to any considerable extent in the Gymnasium and the 
Realgymnasium. In other respects the curriculum of the first 
four years of college resembles the curriculum of the civic 
school, while the curriculum of the latter part of the college 
study may be compared with the curriculum of the American 
high school. However, the training is much more intensive and 
the results, especially in history, geography, languages, and 
mathematics, are far above the results accomplished by the aver- 
age American high school. Because of the more effective meth- 
ods of study and because of the phonetic basis of the Czech 
language, about two years’ worth of subject-matter of the Ameri- 
can college is covered in the Czech secondary education. At the 
end of the college an examination must be passed, the maturity 
examination, the successful completion of which entitles the 
graduate of the college to enter a university. 

The Czech college is not a school with purposes of its own. 
It does not offer a well-rounded education. It is but a prepara- 
tory school for graduate study. A graduate of a college seldom 
refrains from entering the university; and whoever enters a col- 
lege may be said to be destined either to finish his education by a 
doctor’s degree* or to be dropped during the course of his study 

*The Gymnasium is the original form of the college. This type emphasized 


especially preparatory work in classical studies, and is now losing ground in the 
popular favor. 

“There are, in the various branches of university study, some twelve specia! 
degrees. The principal degrees conferred are: Ph. Dr. in philosophy, languages, 
and history; J.U. Dr. in law, political science, and political economy; R.N. Dr. 
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in college or university. Statistics show that great numbers are 
dropped. 

The university also is differentiated into three independent 
parts. There is the university proper, containing the four his- 
torical faculties, theology, philosophy, law, and medicine, to 
which a fifth faculty, natural science, has recently been added 
by a process of dividing the faculty of philosophy into two facul- 
ties. There is the high technological school, an agglomerate of 
schools of chemistry, mechanical engineering, agriculture, archi- 
tecture, civil engineering, etc.; and there is the newly founded 
graduate school of commerce, as yet independent, but standing 
in close relation to the high technological school. 

Study at any of the three divisions of the university is ex- 
tremely specialized and intensive. Ten, and even twelve, hours 
of instruction or laboratory work per day are the rule. Overbur- 
dening the student is avoided only by leaving the matter of at- 
tending or not attending the lectures to each student’s free deci- 
sion. This results in a form of “absentee study.” Cases have 
been known in which a student did not recognize an instructor 
in whose lectures he had been registered for years. And there 
often can be found a class in which, according to the registration 


in the natural sciences (mathematics, botany, biology, etc.) ; Th. Dr. in theology; 
M.U. Dr. in medicine; Ing. Chem. in chemistry; Ing. Mech. in mechanics and 
electricity; Ing. Arch. in architecture; and Ing. Merc. in commerce. The differ- 
ence between the Dr. degree and the Ing. degree consists in that the candidates 
for a Dr. degree have to pass, over and above the usual state examinations, special 
examinations, rigorosa, covering the same subject-matter, but administered by the 
university senate. The state examinations, as the name implies, are administered 
by officers appointed by the government. Both the continental Dr. and the Ing. 
degree may be compared with an American Master’s degree when given for two 
years of graduate work. For the Czech Dr. degree a thesis is required, whereas 
other arrangements (especially written reports in seminars) take the place of the 
thesis in the training of the candidates for the Ing. degree. The holder of an Ing. 
degree is allowed, one year after the conferring of the degree, to present to the 
senate of the high technological school a thesis based upon original research with 
an application for a Dr. Techn. degree, which would approximate the standards 
of the American Ph.D. Otherwise, a counterpart of the American Ph.D. may be 
found in the European Privatdocent title, which is really more a degree than an 
appointment. 
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records, several hundred students are registered; but in which 
the daily attendance does not exceed thirty or forty. 

The results of study at the university are tested by a compli- 
cated system of state examinations, usually taking place at the 
end of the first two years of university study and then again at 
the close of the whole training. Most of the schools of university 
standing have a course of eight semesters, or four years. The 
faculty of medicine requires ten semesters’ work. The graduate 
school of commerce requires only six semesters. However, the 
average length of actual study does not coincide with the official 
regulations; the average time required for the completion of the 
work of the graduate school of commerce is now about four 
years. 

There are still other parts of the Czechoslovakian educa- 
tional system. On the side of the preparation for university 
study there is a school called Lyceum, giving to girls the same 
education that the Gymnasium gives to boys.® There are Real- 
gymnasia for girls. Realschools for girls have not as yet been in- 
troduced. 

Very much like the American high schools are the “girls’ 
high schools,” devised for girls who have completed their civic 
school and who are not going in for university study. There are 
several unstandardized schools of the same rank emphasizing 
home economics, most of them supported by women’s industrial 
associations. 

Of a more professional character are the industrial schools, 
the business schools, the agricultural schools, and the teachers’ 
colleges. Of the business schools we shall speak later. The in- 
dustrial and the agricultural schools are almost exclusively boys’ 
schools, whereas there is a number of girls’ teachers’ colleges. 
All of these types have four-year curriculums, open to the civic- 

* Coeducation in Czechoslovakia is found only in the universities and, to a 
very small extent, in the colleges, the rule being that where there are no girls’ col- 
leges, girls are allowed to register in a boys’ college. Both the common and the 
civic schools have separate divisions for boys and girls. As a rule, men teachers 
are employed in the boys’ division, women teachers being used only in the girls’ 
schools. 
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school graduates or to the graduates of the first four years of a 
college. The industrial schools are differentiated into divisions 
for architectural, mechanical, and chemical training. Their 
graduates have to pass a maturity examination, after which they 
may be admitted to the high technological school. The curricu- 
lums of the agricultural schools vary according to the needs of 
the community, in some instances being called “schools of for- 
estry.” After the successful completion of the course (proved 
by a maturity examination) the graduates may enter the school 
of agriculture or the school of forestry of a high technological 
school. The teachers’ colleges turn out candidates for teaching 
positions in the common school system (the common and the 
civic school. )* . , 

There were, at the beginning of the year 1920-21, in Czech- 
oslovakia, 13,208 public, and 213 private, common schools; 
1,353 public, and 60 private, civic schools. There were, in 1921- 
22, 399 colleges, including teachers’ colleges (60 Gymnasia, 125 
Realgymnasia, 80 Realschools, 14 girls’ Realgymnasia, and 21 
Lycea) with 94,786 students. There were, in 1920, about 24 ag- 
ricultural schools of secondary grade, and a few industrial 
schools. 

There are, at this moment, four orthodox universities in 
Czechoslovakia, two Czech, one Slovak, and one German. Their 
official designations are as follows: The Charles University of 
Prague (founded by Emperor Charles of Bohemia in 1348); the 
German University of Prague; the Masaryk University of 
Brunn (in Brunn, Moravia); and the Comenius University of 
Bratislava (in Bratislava, Slovakia). There is an independent 
faculty of theology at Olomouc, Moravia, a Catholic faculty of 
theology at Bratislava, and the Hus Faculty of Theology at 

* Candidates for teaching positions in the secondary schools (colleges, busi- 
ness schools, agricultural schools, industrial schools, etc.) are required to prepare 
themselves at a university in their respective fields and in pedagogy. They also 
have to pass through a system of state examinations. About so per cent of them 
choose also to pass their rigorosa, though this is usually not required. Thus about 


50 per cent of the teachers in secondary schools in Czechoslovakia hold the degree 
Ph. Dr. 
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Prague. There is an independent Russian faculty of law at 
Prague; a partially developed Magyar University of Bratislava; 
a Magyar academy of law at Kosice, Slovakia; an independent 
veterinary school at Brunn; and the Academy of Arts at Prague, 
which contains schools of music, painting, sculpture, and dra- 
matics of university grade. There are four high technological 
schools: two German and two Czech, two in Prague, and two in 
Brunn; there is an independent school of mines at Pribram, Bo- 
hemia, a graduate school of agriculture at Brunn, and a grad- 
uate school of commerce at Prague. In all schools of university 
grade there were registered, on December 31, 1920, 28,155 stu- 
dents, 25,155 (91.1 per cent) men and 2,500 (8.9 per cent) wo- 
men. The numbers have grown somewhat since that time, but 
in Czechoslovakia, only the upper 10 per cent of all children 
partake of university education. The rest are discouraged by 
the rigorous standards of work enforced by the colleges and 
other secondary schools. 


II. SECONDARY BUSINESS EDUCATION 


There are in Czechoslovakia two kinds or classes of business 
schools. There is the previously mentioned graduate school of 
commerce, representing a branch of university study; and there 
is a whole system of secondary business education, to which we 
shall now direct our attention. This system is represented on the 
right half of the chart on page 143. 

The earliest business schools in the country were German in 
character and were administered by the Austrians. The histor- 
ical lands, Bohemia, Moravia, and Silesia, at that time (the first 
half of the nineteenth century) had not yet undergone that al- 
most miraculous revival from a people nearly extinguished by 
the Austrian dynasty into a people forming a new energetic na- 
tion. Austria did not favor a development of Czech schools, and 
she especially opposed Czech business schools, lest commerce 
and industry might feel the influence of the awakening national 
consciousness. That the Czechs succeeded in developing busi- 
ness schools, banking, and trade independent of German-Aus- 
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trian influence was just a phase of the astonishing chain of 
events which ended in the organization of the present inde- 
pendent state. 

The first Czech public business-school, the Czechoslovak 
Commercial Academy of Prague, was founded as late as 1872, in 
imitation of the then famous Academy of Vienna. Its success may 
be judged by the fact that in 1911-12, after forty years of activ- 
ity, it had 1,370 pupils, 219 more than its Viennese rival. Sec- 
ondary business schools similar to this one sprang up throughout 
the land, always against the will of the Austrian government. 
They were founded and financed by communities, chambers of 
commerce, counties, other public bodies, and by private dona- 
tions. Along with this grewth of public schools went a growth of 
private business-schools, although their importance was never 
great. In 1918, the year of the independence of Czechoslovakia, 
there were eleven Czech academies and a number of business 
schools of lower standing. In addition to these Czech schools 
there were the German schools, then numbering eight academies 
and a few lower schools. 

The great expansion of business education began after inde- 
pendence had been attained and the state began to give its sup- 
port to business schools.’ In the single year 1919-20 nine new 
academies were founded: eight Czech and one German. Three 
of the new academies were started in Slovakia, where there had 
been no business education in the times of the Magyar rule. 
More schools of the same type were founded in the subsequent 
years. The policy of the Ministry of Public Education has been: 
(1) to multiply the number of existing schools; (2) to extend 
state support (chiefly in the form of taking care of the pay-roll 
of instructors) to the schools financed by counties, communities, 
and other public bodies whose financial situation after the war 
was deplorable; and (3) to devise standard curriculums for all 

* According to the constitution of the Republic, instruction is given to every 
citizen in his mother language. German, Magyar, Ruthenian, and Polish schools 
are organized by the government according to the needs of the population in the 


same manner as are the schools of the dominant peoples, the Czechs and the 
Slovaks. 
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schools of the same type throughout the land, thereby fixing and 
stabilizing the types. 
Statistics show the success of the government in its endeavor 


TABLE I 
NuMBER oF CoMMERCIAL ACADEMIES: SCHOOL YEAR 1917-18 
zech as language of instruction: 
In Bohemia: Prague, Chrudim, Hradec Kralove, Pilsen, snes 
Norice, Kolin * ake ee eo . 
In Moravia: Prostejov, Brno 


Czech schools : 
German as language of ietraction: 
In Bohemia: Prague, Usti on the Elbe, Liberec, Pilsen, oman 
on Nisa . a ve eee . « 
In Moravia: Brno, Olomouc 


German Schools . ‘ ‘ ‘ . ‘ ‘ - ‘ P 
Pe a ee elle me ee ae 


to widen business education. A comparison of the number of 
schools and enrolment in the years 1917-18, under the Austrian 


TABLE II 
NuMBER oF COMMERCIAL ACADEMIES: ScHOOL YEAR 1922-23 
Czech as language of instruction: 
In Bohemia: (added) Beroun, Cz. Budejovice, Jablonec on N., 
Smichov, Teplice; total 
In Moravia: (added) Mor. Ostrava, Clemens, Trebic, Uherske 
ene; total ‘ 
In Slovakia: Bratislava, Kosice, Turc. Sv. Martin, Senta th. 
trice; total 
German as language of instruction: 
In Bohemia: (added) Karlovy Vary, Teplice; total . 
Hungarian as language of instruction: 
Branches added to schools in Bratislava 


Total 


régime, and 1922-23, the fourth year of the Republic, is made in 
Tables I, II, III, and IV. 
The change has been not only quantitative, but also qualita- 
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tive. The state, having taken control over the schools, regulates 
the curriculum—a point to be discussed later—maintains a body 
of inspectors who act on behalf of the Ministry of Education, 
and appoints the examiners who conduct examinations for busi- 
ness schools. No person is allowed to teach at a business school 
unless authorized by a certificate issued by the state examina- 
tions committee. 


TABLE III 


ENROLMENT OF Pupits: ScHoot YEAR 1917-18 





Two-YEAR 
One-Year Course Commerce ScHoots | ConTINU- 
ACADEMIES ATION 


. ScHOOLS 
Girls Boys Girls 








28 199 1,014 329 
41 57° 799 


























TABLE IV 
ENROLMENT OF Pupits: ScHOOL YEAR 1922-23 





Two-YEAR 
Commerce ScuHoots | Continu- 
ATION 

OOLS 








Girls 





870 1,009 
211 55 
453 1,627 
80 141 























Since the various schools had been founded by various bod- 
ies, the extent of public responsibility was not always clear. Or- 
der was brought into this matter by the law of February 15, 
1922 (No. 73). By this law the public business-schools are for 
the first time clearly distinguished from the private business- 
schools. Public schools are those maintained by the state or by 
public legal corporations. There are three different types of the 
public school: the commercial academy, the two-year public 
business-school, and the one-year public business-course. The 
commercial academy is a four-year school for the graduates 
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of the first four years in college, or for the graduates of a 
civic school who can pass an entrance examination in Czech, 
geography, and mathematics.* The two-year school is for the 
use of graduates of a civic school who have attained fourteen 
years of age (sometimes a preparatory year is attached). The 
one-year public business-course is a school for all persons desir- 
ing to attend it. A commercial academy is allowed to organize a 
one-year postgraduate course for the graduates of a college who 
have passed the maturity examination. This course, however, is 
not considered an independent school; the law provides for it as 
a part of the framework of the commercial academy.’ No other 
types of public business-school except these three are to exist. 

The public business-schools have a standard type of admin- 
istration. The internal affairs of each school are governed by a 
body of curators in which the Ministry of Education, the cham- 
ber of commerce, the city trade association, and the staff of the 
school are represented. A representative in the curatorium is 
conceded to any association which aids in the maintenance of 
the school by continued annual donations. 

For the establishment of new schools as well as for exten- 
sions or changes in the old ones, the approval of the Ministry of 
Education is indispensable. When applying for a new school it 
must be proved: (a) That there is a need for the school. An in- 
quiry concerning this is made by the Ministry of Trade. (5) 
That such an establishment will not threaten, to any consider- 
able extent, the neighboring public business-schools of the same 
language of instruction. (c) That the founders of the school 
guarantee indubitably its proper outfitting and maintenance. (d) 
That good usable schoolrooms are assured, not only for the near 
future, but for the full development of the institution. 

*In certain cases graduates of the first four years of college who can prove a 


certain degree of proficiency in languages and some other subjects may register in 
the second year of the commercial academy. 

* The subject-matter is not more advanced than that offered in the regular 
four years, being merely a selection of the more exclusively professional subjects 
taught in the four-year course. That is why no place for it is shown on the chart 
on page 143. 
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As for the private schools, their legal position is quite similar 
to that of the public schools. Permission to establish a private 
business-school must be secured from the Ministry of Educa- 
tion. The private school is administered, and is represented in 
its dealings with the Ministry, by a superintendent who must be 
a Czechoslovak citizen, be qualified as to character, meet the 
formal qualifications required of teachers in the public commer- 
cial schools, reside in the school and devote himself to its direc- 
tion as his chief occupation, and remain in the school building 
during the hours of instruction.*® Uniformity of instruction in 
both public and private business-schools is assured by the pro- 
vision of the law concerning the instructors in the private busi- 
ness-schools. They must be citizens of the state; their character 
must be without reproach; and they must fulfil the qualifica- 
tions (tested by a state examination) that are demanded of in- 
structors in public business-schools. 

Prior to 1918 most of the expenses of a public business- 
school had to be met by the school itself. This meant, in prac- 
tice, that high tuition fees were charged. It is true that the 
schools were “supported” by the communities or counties, and 
were aided by chambers of commerce and city trade associa- 
tions; yet these organizations were usually of real help only in 
the early years of the school. Although these “founders” guar- 
anteed the deficits of the budgets, they were glad to shift most 
of the financial burden to the students’ fees. This policy often 
excluded children of poor parents from the school, and was re- 
garded as contradictory to the ideals of democracy. Today most 
of the schools in Czechoslovakia are operated on a basis where- 

* The laws applicable to private schools also require that every private busi- 
ness-school must have a charter of organization granted by the Ministry of Edu- 
cation. This charter sets forth the maintainers of the school, the organization of 
the institution, entrance requirements, duration of the school year and vacations, 
the terms of registration, and all fees charged by the school. The charter of a 
private business-school may be changed only with the consent of the Ministry of 
Education. A private school is under the supervision of the central inspection of 
business education, and at the beginning of every year its governing body must 


submit a report to the Ministry of Education. It must issue a catalogue of the 
students, and in every way conform to the main requirements of a public school. 
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by any student who applies may be exempted from the payment 
of tuition fees, which exist only in the secondary and graduate 
schools. Even in these schools they are very low, thanks to aid 
given by the government. The government took over into the 


TABLE V 


SECONDARY PusBLic Bustness ScHOOLS CLASSIFIED ACCORDING TO 
OFFICIAL DESIGNATIONS 








LocaTION oF SCHOOL 
OrFictaL DESIGNATION 
or SCHOOL 





Moravia Slovakia 





Commercial academy... . 8 
Two-year business school. 14 
Apprentices’ continuation 
15 

3 





40 























TABLE VI 


SECONDARY Pus.Lic Busrness ScHoots CLASSIFIED ACCORDING TO 
Terr ACTUAL CHARACTER 





LocaTIon oF SCHOOL 





Actual CHARACTER OF 
OOL 
Moravia Silesi Slovakia | Ruthenia 





Commercial academy... . 18 8 4 
Postgraduate course...... II 6 I 
Two-year business school. 66 28 13 
Apprentices’ continuation] 

school 72 29 8 
19 II 2 





186 82 28 























state services most of the instructors and school servants, leav- 
ing to the curatoria the provision for the material expenses, such 
as the upkeep of the buildings. In Slovakia, chiefly for political 
reasons, the government established some business schools 


“ The appropriations for the business education in the state budget have run 
as follows: 
1919 . ae oe (Se . Ke. 3,199,000 
1920 le ak i» & Kc. 2,970,000 
1921 . . - s - .  Ke.15,749,000 
1922 ee ‘ - Ke. 31,167,000 
1923 ‘ - Ke. 29,824,000 
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which are entirely supported by the state. In these schools the 
majority of the students pay no tuition whatever. 

The reform of the educational system has been carried to a 
point where conditions are sufficiently stabilized to justify a 
presentation of statistical data concerning the public business- 
schools, including apprentices’ continuation schools which are 


TABLE VII 
LANGUAGE USED IN INSTRUCTION 








Official Designation of Czecho- : 
School dank Ruthenian} German 





Commercial academy... . 19 10 

Two-year business school. 36 II 

Apprentices’ continuation r 
school 


36 24 
3 2 





94 47 























LANGUAGE USED IN INSTRUCTION 





Actual Character of Czecho- : 
Schoo pe Ruthenian} German 





Commercial academy... . 19 10 
Postgraduate course...... II 7 
Two-year business schools} 80 31 
Apprentices’ continuation 
71 41 
17 17 34 





198 106 318 























compulsory three-year courses for employed boys who have at- 
tained only common- and civic-school education. In Table V the 
schools are listed according to official designation. It happens, 
however, that one official designation frequently covers a con- 
glomerate of schools built around one original school, as, for 
example, when a commercial academy conducts also a two-year 
business school, or a one-year course, or an apprentices’ con- 
tinuation school. This situation has been analyzed in Table VI. 

The same schools, classified according to the language used 
in instruction, are analyzed in Tables VII and VIII. 
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The entire number of secondary-school students of business 
in the Czechoslovak republic was 28,937 in the academic year 


1922-23. This attendance was divided as follows: 


Number of Percentage 
Students of To 


Commercial academies > ae ee 7,693 26.6 
Postgraduate courses . «a el 845 2.9 
Apprentices’ continuation ocheols ‘ . ‘ 8,589 20.7 
Two-year business schools . . . . . 10,296 35.6 
One-year business courses . , : , 1,514 5.2 


Of the total of 28,937 students’? in secondary schools of 


business, the figures, according to nationality, are as follows: 


Number of Percentage 
Nationality Students of Tota. 


Czechoslovak ee ee a 66.3 
EE, ran boas Cg ore 8, we 8,642 29.8 
a ah ef gd oa ling (te) eee 613 2.1 
a te, hah ie as ser ae 308 1.4 
Ruthenian. : ‘ . be ae ——- 53 0.2 
a oe ee ee ee 58 0.2 


If attention is confined to attendance at commercial schools 
of the higher type (commercial academies and the one-year post- 


graduate courses) the nationality figures** run thus: 


Number of Percentage 
Nationality Students of Total 


Czechoslovak raner a er ~~ 5,679 20.6 
German. ... ‘ , ‘ ; ‘ ‘ 2,461 28.5 
oss) Nak has as od Cue ge oh “ge 237 38.7 
RE a a eee | ah we, | he 131 32.9 
ee ae ee II 20.8 
Rs bic aged og ty a, © eee 19 0.8 


The probable influence of business schools upon business 
men and upon the future of the economic life of Czechoslovakia 


* There were 9,916 girls, or 34.3 per cent of the total attendance, in com- 
mercial schools. Of the entire number of girls, only 1,358 (13.7 per cent) attended 
schools of higher type, ie., commercial academies and one-year graduate com- 
mercial courses, although 29.5 per cent of all commercial students were in schools 
of the higher type. The proportions of girls of different nationalities who attended 
commercial schools were about equal. 

*It is interesting to note that 436 German students were studying at the 
one-year postgraduate courses at the commercial academies, while only 409 Czech 
students were registered in these courses. The number of Czech students in all 
types of business schools, however, has been increasing much more rapidly than 
the number of German students ever since 1900. 
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may be gauged by comparing the number of persons employed 
in business with the number of students of business. According 
to the data gathered by the state bureau of statistics there were, 
in 1921, 1,451,489 persons employed in business, finance, and 
transportation. In the year 1922-23 there were 28,937 students 
in secondary business schools. In other words, for every fifty 
persons employed in business there was one student of business. 
If we think of the average productive life of a business man as 
twenty-five years, and the average time of training of a student 
of business as two and one-half years, it follows that out of every 
five persons employed in business in the future generation at 
least two will be graduates of some secondary business school. 
Since not more than one-half of the persons employed in busi- 
ness are in positions requiring a knowledge of general business 
operations and since the enrolment of the pupils in the business 
schools tends to increase, it appears that the type of self-edu- 
cated merchant and business man is, in Czechoslovakia, near ex- 
tinction. Already the big banks and commercial enterprises em- 
ploy only business-school graduates, and an increasing propor- 
tion of shopkeepers, salesmen, and petty executives are securing 
formal business education. It is thus reasonable to believe that 
the general character of business will be much influenced in fu- 
ture years by the state-projected and state-enforced business 
curriculum. An analysis of the content of that curriculum is, ac- 
cordingly, of more than passing interest. 

The curriculum of the commercial academies, as given by 
the decree of the Ministry of Education of May 7, 1921 (No. 
3400), contains the courses shown in Table IX. 

If we add the hours of instruction in the various subjects as 
offered in the four-year course we find the offerings in the va- 
rious twenty-four fields to be as follows: 


I. Social Science: 


General and economic history . 
Political economy 
Civics . 


Total . 
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Il. Exact and Descriptive Sciences: 
Algebra and Political Arithmetic 
Geography . ae 
Hygiene 


Total 
. Languages: 


Czech . 
German ee Se ee 
Another foreign language (elective) 


Total 


. Business Training: 
Business Calculus 
Business correspondence . 
Accounting . 

Comptoir 

Business law 

Penmanship 

Shorthand (Czech) 
Technology of merchandise 
German shorthand 
Typewriting 


-_ 


i al 
festa vnaus & 


a a ae er ae a ee ee a ee 


According to these figures a commercial academy student 
devotes, roughly, 9 per cent of his energies to the acquirement of 
a broad understanding of the society in which he will work, 15 
per cent to the completion of his general education, 32 per cent 
to the mastering of some tools of understanding, and 44 per cent 
to a narrowly specialized training. 

In any attempt to evaluate the distinctive contribution of 
the commercial curriculum we may disregard the exact and de- 
scriptive sciences and the modern languages, comprising togeth- 
er about one-half of the curriculum. Although these subjects 
are in themselves very useful to the students, they constitute no 
distinctive contribution, since the same ground is covered in the 
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same way in any other secondary school.** When we examine 
the other half of the curriculum we find that about four-fifths 


TABLE IX 


CuRRICULUM OF COMMERCIAL ACADEMIES 





Hours PER WEEK 





REQUIRED SUBJECTS 


S 


Second Third 
Year Year 


~ 
g 





German and German correspondence 

Elective, French, English, or Russian (and 
correspondence) 

Commercial geography 

General and commercial history 

Algebra and political arithmetic 

Commercial calculus 

Technology of merchandise 

Business correspondence 

Accounting 

Comptoir 

Business law 

Political economy 

Penmanship 

Shorthand 


WOwWwhH HW Ww 
®WRHWW HDD DW Www 
WRHWwOWNN KS ww 

RK AW NWN N DH HW > hb 


Civics 








Exective SUBJECTS 


Laboratory in technology of merchandise. . 
— (Italian, Russian, Magyar, Pol- 
is 





Esperanto 

German shorthand 

Physical training 

Typewriting 

Conversation classes in foreign languages. . 




















* Only second semester. 


of the time is spent on “practical” training, and only one-fifth 
is spent in securing a broad outlook on the action of political and 


“The method used in teaching foreign languages is far more efficient than 
the methods generally used in America. The graduates of a European secondary 
school pass more difficult examinations in foreign language than the American 
candidate for the Ph.D. 
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social forces in the field of business. But even that one-fifth 
(one-tenth of the whole curriculum), may well be criticized. 
The one hour of civics is used mainly in explaining the state 
constitution and the organization of communities such as cities 
and counties. The lectures on history are dry recitals of facts 
and dates rather than an intelligent exposition of the evolution 
of human institutions. There remain two hours of political econ- 
omy, which barely suffice for a superficial examination of the 
so-called “economic laws.” The result is a school without a 
spirit, a mere mill for grinding out more or less skilled menial 
servants for industry. 

It may be thought that since formal routine training consti- 
tutes the distinctive contribution of the school, that training will, 
in its field, be beyond reproach. It must be conceded that it is 
more effectively handled than in the American secondary school 
of business or in the American “business colleges,” but the waste 
of time is appalling. Thirty of the fifty-five hours of Group IV 
deal with such tools as commercial calculus, business corre- 
spondence, comptoir, penmanship, Czech and German short- 
hand, and typewriting. Twenty-six of this thirty are devoted to 
a purely mental mechanical drill in commercial calculus, corre- 
spondence, comptoir, penmanship, and typewriting, and the in- 
struction in these five subjects consumes, in all, over one thou- 
sand hours of time. Such subjects can readily be mastered and 
are mastered by the average graduate of a civic school without 
special instruction. 

There are some subjects of more value in Group IV. For 
example, there are nine hours of accounting. True, this consists 
chiefly in bookkeeping practice, very little time being given to 
the theory of accounts. But in a certain respect the course in ac- 
counting adds to the student’s knowledge, and puts him at some 
advantage over a civic-school graduate. Also, some gain may be 
secured from the course in technology of merchandise (a subject 
almost unknown in America) by means of which the student se- 
cures a general acquaintance with the objects of commerce and 
is prepared for detailed work when he enters a business which 
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specializes in any one group of products. The course in business 
law is not especially pleasant or digestible. Because of the codi- 
fied character of the laws of the country it can be taught only by 
the drill method, but it contains good material. Accounting, 
technology of merchandise, and business law are, then, the valu- 
able distinctive gains of the equipment of a commercial-academy 
graduate. These subjects receive less than 20 per cent of the 
time of the curriculum. 

There is no place in the 122 hours of the curriculum for 
such important subjects as marketing, labor, insurance, person- 
nel management, or public finance, not to mention the funda- 
mental social sciences,** whose exclusion is so complete as to 
raise the question of some intention on the part of the Ministry 
of Education. 

The poverty of the two-year business-school curriculum is 
even greater, if possible, than that of the commercial academies. 
This is clearly seen from the following table of courses (Table 
X). Courses in business law and in political economy are en- 
tirely lacking. The course in technology of merchandise shrinks 
to a mere review of commodities, and only the grind in office 
work technique (commercial calculus, correspondence, comp- 
toir) remains unimpaired. The subject “commercial theory” is 
a brief summary of law and business organization. 

The standard one-year business-course curriculum is, natu- 
rally, still more abbreviated. The cuts and abbreviations are 
made, not in the realms of mechanical drill, but in the fields os 
descriptive and scientific knowledge. 

The apprentices’ continuation schools are of two or three 
years’ duration. They offer usually three or four evening classes 
of one hundred minutes each per week. Their curriculum con- 

** Even in the college, supposedly a school of liberal education, social sciences 
are rare. There is no course in political economy, sociology, or philosophy in any 
college in Czechoslovakia. As the graduate schools are strictly specialized, only 
students of law and students of the new graduate school of commerce ever hear of 
economics, except for a very elementary course given in the high technological 


school. Only students of the faculty of philosophy are able to acquaint themselves 
with the other branches of social studies. 
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sists of commercial theory, elements of accounting, business cor- 
respondence, commercial calculus, geography, and civics. Very 
likely they accomplish in this field as much of practical value as 
the big commercial academies. 

The stated purpose of the secondary business schools of the 
higher type (the commercial academies) is that of training high- 


TABLE X 


CURRICULUM OF THE Two-YEAR BusINEss SCHOOL 





First YEAR Seconp YEAR 


Required 








Commercial theory 
Accounting 

Business correspondence 
Commercial calculus 


HaW®WWwWWw hw 
HRW AWW FS NW Ww 











Typewriting 
Advanced shorthand 














er business executives and leaders of the economic world. It 
must be acknowledged that these schools perform their work 
with vigor and thoroughness. The student spends, on the aver- 
age, thirty hours a week in school, and another thirty hours in 
working out his assignments. He acquires considerable skill in 
adding figures, filling out blanks, taking down spoken language 
in shorthand, and writing French, English, Spanish, Italian, or 
German business letters. But there is nothing of the “higher 
executive” about his training and, in point of fact, in most cases 
he ends in a systematized bank position; receives a salary of 
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Kc. 800 to 2,000 a month (about $24.00 to $60.00); and pays 
regularly the dues to his union. 

Such an outcome tends to be typical of the whole business 
structure of the country. The big banks are at the head of the 
procession. They classify their employees in groups according 
to previous school training, and measure the scale of wages on 
the basis of such groups. They do not train their own men; they 
accept the graduates of commercial academies on testimony of 
their certificates, all specialists in their humble kind of work. 
There is no chance for advancement for office boys in Czecho- 
slovakia. The jobs are systematized; and the employees are 
members of a union that accepts new members only on qualifi- 
cation—by the proof of a school degree. Business, in its rank 
and file, is becoming mere and more like state service. There is 
the same system of determining qualifications, the same fixed, 
classified scale of wages; the same method of automatic promo- 
tion after a set number of years. This influence has not yet 
reached the mobile import and export business, but it complete- 
ly rules the banks and it gains ground in industry. 

It may be asked, if the business schools do not teach essen- 
tially useful subjects, why does the tide of students seeking to be 
admitted rise higher every year. The explanation is simple. 
Most of the places in business are standardized, and the certifi- 
cate of a business school is the only card of admission. And the 
state, back of it all, is the trustee which fosters still further sta- 
bilization and standardization. The graduates of the commercial 
academies as such will not become the responsible business man- 
agers of Czechoslovakia. They are not taught to. If there are 
any exceptional business men among them, they are such in 
spite of their business education, not because of it. For they are 
trained tc calculate, correspond, examine, and administer in a 
dependent post of little importance. They are not trained to lead 
and experiment and forecast. They are told nothing of the 
forces that determine the actions of men in the economic field. 
Their school-acquired knowledge is knowledge of apparatus and 
devices, not knowledge of the big things that really count in re- 
sponsible management. 
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Ill. THE GRADUATE SCHOOL OF COMMERCE 


The responsible management of business enterprises in 
Czechoslovakia is in the hands of four main groups: self-made 
men; graduates of the faculty of law of the university; gradu- 
ates of the new school of commerce; and aspiring politicians. In 
the banks, which are the characteristic example of new trends 
in business organization, the prominent places are occupied 
chiefly by holders of the J.D. degree and by J.D.’s who are also 
politicians. The big business corporations other than banks feel 
the same tendency. The self-made manager is disappearing 
rapidly. The representatives of the fourth group, the graduates 
of the graduate school of commerce, are now entering the field. 
Let us see what training and knowledge this new entrant brings 
with him. 

The Graduate School of Commerce at Prague was founded 
in 1919, and began instruction in the fall of 1920."° It is a state 
school. Its aim, according to the law of July 23, 1919, by which 
it was organized, is “to offer to the students an advanced train- 
ing in business and economics so that they may become leading 
business men and independent entrepreneurs of commercial, 
banking, and insurance concerns, especially those related to 
dealings with foreign markets—in short, that they may become 
organizers of the economic life of the Republic.” 

The graduate school is a six-semester school of university 
type*’ open to graduates of colleges and of commercial acade- 
mies and industrial high-schools who have passed the maturity 
examination. The attendance at lectures is not required except 
in courses in foreign languages, and there are no examinations 

* Prior to the formation of the Graduate School of Commerce there existed, 
since 1909, a course in commercial theory at the High Technological School of 
Prague and at the High Technological School of Brunn. This course was meant 
primarily for graduates of law, chemistry, and commercial academies, who wished 
to prepare for teaching positions in commercial academies and other business 
schools. This task has been now intrusted to the new graduate school, and the 


commercial courses at the high technological schools have been discontinued, ex- 
cept for a course at the German High Technological School of Prague. 

*' The dean is elected by the staff for the period of one year. Professors are 
appointed by the president of the Republic. Examinations are passed before a 
committee of examiners appointed by the minister of education. 
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within any given year of study. Those who have completed four 
semesters of study and can comply with certain requirements 
(a certain amount of credits, a certain amount of laboratory 
work, and the passing of special preliminary state examinations 
in political arithmetic, physics, chemistry, and German) may 
apply for admission to the “first state examination.” This ex- 
amination covers in a thorough way the whole subject-matter of 
the first two years, or four semesters. As far as regulations are 
concerned, it may be taken immediately after the completion of 
the regular work, but usually the students must devote from 
four to eight or more months to the necessary preparation. 
Those who pass the examination are given the degree of Ing. C 
(candidate for Engineer’s degree), and they are entitled to reg- 
ister for the fifth and sixth semesters of the school. This third 
year of study is more specialized in character. Work is done in 
one of three departments, the department of wholesale trade, the 
department of banking, or the department of industrial organ- 
ization. A fourth department, that of economic politics, is now 
under consideration, and probably will be organized within a 
few years. The graduates of any of these departments may 
again present themselves to a state examiners’ committee and 
pass the second state examination, upon which they are awarded 
the final degree of Merc. Ing. (Commercial Engineer). 

The new school was accepted by the public with great en- 
thusiasm. In the first year of its existence it was flooded by stu- 
dents. It threatened to become the most popular of all the grad- 
uate schools. But the first state examinations, in the year 1921, 
were a check on the number of entering students and diminished 
the popularity of the school among the younger generation. The 
examinations were so rigorous, or else the students were so 
poorly prepared, that not one of the several hundred of the 
graduates of the first four semesters passed. Since that time the 
school has maintained a high standard. The possessors of a 
Merc. Ing. degree are regarded by the business world as well- 
trained and desirable men. 

The following table (Table XI) gives the enrolment in the 
first four years of the school’s existence. Most of the students in 
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the year 1920-21 were first-year students. The year 1921-22 
represents the number of students in the first four semesters, 
and the year 1922-23 has registrations in all the semesters, 
though even then the attendance in the specialized departments 
was disproportionately low, for few students had as yet passed 
the first state examination. 

TABLE XI 


ATTENDANCE AT THE GRADUATE SCHOOL OF COMMERCE 





REGULAR SPECIAL 
STUDENTS STUDENTS ToraL 





Women| Men |Women| Men 


§ all 54 16 
Spring 57 | 17 
{Fall 68 49 
\Spring 87 | 33 
{S all 50 8 
Spring 10 82 
{§ all 81 19 
Spring 81 20 
§ all 
Spring 





1920-21 


1921-22 


1922-23 


1923-24 


1924-25 





























In the year 1923-24 there were about 200 students in the 
specialized departments, so that there were about 800 students in 
the four-semester general course; possibly one-half of this num- 
ber were the newcomers of that year. The comparison between 
the 400 new registrants in the fall semester of 1923 and the 
1,600 new registrants in the fall of 1920 indicates the trend in 


attendance.** 
The staff of the graduate school of commerce consists of five 


* It is interesting to observe what percentage of new entrants become holders 
of the final degree. Out of every one hundred entering students some sixty-five 
may succeed in earning credit for the first four semesters; out of these, some fifty 
may pass the first state examination. These fifty candidates for the Engineer’s 
degree present themselves, as a rule, in full numbers, after the third year and 
after a preparation of from six to twelve months, for the second state examina- 
tion. Some ten of them will succeed in passing the examination at the first at- 
tempt; some fifteen more will succeed at the second, third, or fourth attempt. 
Thus about 25 per cent of the entering class of each year may be regarded as 
future commercial engineers. 
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full professors, one associate professor, five private docents, 
sixty-two lectors, and twelve assistants. Lectors are persons 
teaching in other schools or employed in business, who are giv- 
ing special courses. Most of them are professors of languages 
at the Charles University of Prague, or at various colleges and 
commercial academies. Assistants are graduates of the school 
who are pursuing special investigations or research work; they 
are in charge of the laboratories and repetitoria. 

The curriculum of the graduate school of commerce is de- 
signed by the instructing staff of the school and approved by the 
Ministry of Education. Table XII shows all the courses offered. 
Practically all these courses are compulsory.*® Besides lectures, 
the school gives also seminars in political economy, law, econom- 
ics of enterprise (three seminars in the economics of enterprise: 
A, wholesale trade; B, banking; C, industrial organization), 
and geography. For admission to these seminars the consent of 
the professor in charge is necessary. 

The division of subjects into five groups, political economy, 
economics of enterprise, law, mathematics and natural sciences, 
and languages, does not correspond closely to the divisions gen- 
erally used in America. So, also, the brief names of the courses 
do not indicate fully their content; thus, the course on insur- 
ance deals not only with insurance proper, but also with other 
methods of risk-bearing; “payment” ought to be called some- 
thing like “Theory of Money, Banking, and Bills of Exchange 
in Business Transactions.” It is, accordingly, advisable to trans- 
late the Czech nomenclature into the American business-school 
nomenclature, using the designations current at the University 
of Chicago School of Commerce and Administration. The 
analysis of the table of courses will then show the results in 
Table XIII. 


* Lectures on different subjects in foreign languages are offered, but are not 
compulsory. Cours de Diction, Correspondence commerciale, La vie sociale et 
politique en France, La France regionale, Notions élémentaires de commerce, Lit- 
térature francaise du XIX Siécle, Terminologie commerciale frangaise—this is a 
sample of the courses offered in French. Similar courses are offered in English, 
Russian, Serbian, and other languages. 
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TABLE XII 
PROGRAM FOR THE SCHOOL YEAR 1924-25* 





Fist YEAR Seconp YEAR 





Courses GIVEN IN 1924-25 





I. Economics: 
Economic Theory 
Economic Policies 


Repetitorium of Economic Theory 
and Policies 
II. Economics of Enterprise: 
Principles of Economics of Enter- 


Accounting I 
Accounting II 
Accounting III 
Bank Accounting 
Repetitorium of 


Business Correspondence 
Commercial Contracts 


Transportation 

Mails, Telegraph, and Telephones 
Banking and Money Markets. . . 
Commercial History 

Foreign Trade 

Foreign Trade (laboratory) 
Wholesale Trade Cost Accounting 
Railway Tariff 

Customs Tariff 


Technique of Trading in Bonds, 
Stocks, and Stock-Exchange 
Administration 

Administration of Financial In- 
stitutions 

Technique and Policies of Bank 
Transactions 

Technique of Arbitration of Ex- 


Banking (laboratory) 
Technique of Business Promoting 
Landed Property Credit 
Administration of Industrial En- 
terprises 3(4)||}_ 4(4)!I 























* The numbers in brackets mean hours of laboratory work. Department A is wholesale com- 
merce, B is Banking, and C is industrial organization. 

t Only for Departments A and C. 

3 Only for Department B. 

§ Only for Department A. || For Department C, 
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TABLE XII—Continued 





Fiest YEAR SEconp YEAR 





Courses GIVEN IN 1924-25 





Il. Economics of Enter prise:—Cont. 

Technique of Water Transporta- 
tion with Special Regard to 
Czechoslovakia 

Ocean Tariff 

Industrial Calculations 

. Law: 

Principles of Law and Czecho- 
slovak Civil Law 

Czechoslovak Business Law 

Czechoslovak Bills of Exchange 
and Check Law 

Czechoslovak. Bankruptcy and 
Settlements Law 

Legal Proceedings in Czecho- 
slovak Civil Courts 

Comparative International Law; 
World’s Business Law; Bill of 
Exchange and Check Law.... 

Czechoslovak transportation law 

Law of Industrial Enterprise... . 

Czechoslovak Taxation Law.... 

Enforcement of Claims in Foreign 
Countries 

Czechoslovak Custom Law 

Czechoslovak Arts and Trades 


Constitutions and Institutions of 
the World’s Leading States... 

Laboratory in Business Law.... 

. Mathematics and Natural Science: 

Principles of Higher Mathematics 

Political Arithmetic, I, II, III... 

Physics 

General Economic and Commer- 
cial Geography 

Regional Geography 

Chemistry 

Technology of Merchandise... .. 

Chemical Technology 

Mechanical Engineering 

Mechanical Technology 

Technology of Raw Materials. . . 

Construction of Industrial Plants 

. Languages: 

French, English 

Russian, Serbian, Croatian, Ital- 
ian, Turkish, Spanish, Rou- 
manian, New Greek, Ukrainian, 
Polish 























§ Only for Department A. || Por Department C. { For Departments B and C. 
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TABLE XIII* 
GENERAL Course (First Four SEMESTERS) 





SEMESTERS 





CoursEs 
Il 





I. Political Economy: 
1. Principles of Economics; Advanced Eco- 
nomics; Modern Economic Theories 
2. Economic Policies of the State and Other 
Public Bodies 
3. Introduction to Statistics; Statistical Theo- 
ry; Application of Statistics to Problems of 
Political Economy; Managerial Use of Sta- 


4. Repetitorium of Courses 1 and 2 (discussions 
and special studies) 
II. The Manager’s Administration of Business: 

. Organization of Business Enterprise (intro- 
ductory course) 

. Accounting Systems and Practices* 

. Problems in Accounting; Theory of Audit 
and Control 

. Repetitorium of Commercial Arithmetic 
(foreign exchange) 

. Risk and Risk-Bearing in Modern Industrial 
Society 

. Business Correspondence 

. Market Functions and Structures 

. The Manager’s Administration of Finance. . 

. Transportation and Communication 

. A Survey of the Organization and Function 
of the Mails, Telegraphs and Telephones. .. 

. The Policies of Banks and Exchanges in Re- 
gard to Money 

. Economic History 

. Law: 
17. 


18. The Czechoslovak Business Law 

19. The Czechoslovak Bills of Exchange and 
Check Law 

20. The Czechoslovak Bankruptcy and Settle- 


21. The Czechoslovak System of Legal Pro- 

cedure in Courts 
. Exact and Descriptive Sciences: 

22. Principles of Advanced Mathematics 

23. Political Arithmetic, I, IT 

24. Advanced Physics 

25. General Economic and Commercial Geog- 
pee Ree tss bade aw nnees os ae 

26. Geography of Selected Regions (European 
and other important political and economic 
i a wtet i ananecanek cae mceein 

27. Advanced Chemistry 

















* Numbers in brackets indicate hours devoted to laboratory work. 
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TABLE XI1I—Continued 











V. Languages: 
28. Required Languages: French, English 
29. Elective Languages: Russian, Serbian, Cro- 
atian, Italian, Turkish, Spanish, Rou- 
manian, New Greek, Ukrainian, Polish... . 

















It will be seen that there are, in the first two years of school, 
twenty semester-hours of Political Economy, an average of five 
hours a week during each of the semesters. There are forty-eight 
hours of Manager’s Administration of Business, fourteen hours 
of Law, thirty-one hours of Exact and Descriptive Sciences, and 
twenty-two hours in languages. All these courses, a total of 126 
semester-hours, are prerequisite” for admission to the first state 
examination. 

It is evident why the school is obliged to overburden its 
curriculum; the entering graduates of colleges and of commer- 
cial academies lack the necessary introductory training in social 
sciences and in some subjects of the exact and descriptive sci- 
ences. There was, about two years ago, an inquiry in the news- 
papers as to why physics is taught at the graduate school of 
commerce, since the subject is covered in the colleges. The dean 
of the school explained that since the training of the commercial- 
academy graduates is in that respect rather deficient, the school 
did not consider it fair to presuppose a satisfactory knowledge 

* The list of the elective (non-credit) courses follows. Advanced students 
may substitute lectures in a foreign language for the regular required course in 


that language, in which case these lectures bear credits. Most students enter the 
school with a serviceable knowledge of German and either English or French. 


Lectures in Number of Courses Number of Hours 
French 

English 

Russian . 

Italian . A 

Serbo-Croatian 

German . 

Ukranian 

Spanish 
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of the subject on the part of all its students. Courses in physics, 
mathematics, and chemistry are given to round out the prepara- 
tory education of the commercial-academy graduates; courses 
in commercial arithmetic and in correspondence are meant for 
the special benefit of the college graduate. 

As has been mentioned, attendance at lectures is not com- 
pulsory. It would be almost impossible for the students to at- 
tend all lectures for which they register; it would mean an aver- 
age of eight and one-half hours per day spent only in listening 
to lectures. Since there are no required-reading assignments, 
and since the lectures of most of the professors are published and 
available, students tend to concentrate on a few subjects in 
which they are especially interested. The absence of assign- 
ments does not mean that the lectures of the instructor constitute 
a complete preparation for the state examination, but rather 
that the manner, time, and general character of preparation is 
left to each student’s own initiative. That fact may explain why 
so many students fail at the state examination, but it also ex- 
plains why a good many students accomplish large amounts of 
excellent work in certain lines. 

The school seems to be especially difficult for the commer- 
cial-academy graduates. This is, of course, due to the dishar- 
mony between the school curriculum and the curriculum of a 
commercial academy. Few commercial-academy graduates en- 
ter the school, and of those entering, few remain until the end. 
Thus again the self-sufficient character of the commercial acad- 
emy is demonstrated, and also the fact that the work of the 
commercial academies remains substantially unmodified by the 
existence of the new graduate school of commerce. 

The graduates of the general course (four semesters) who 
pass the first state examination may enter any one of the three 
specialized departments. There are, however, certain required 
courses common to all the departments. The list, using Ameri- 
can terminology, is shown in Table XIV. 

In addition to these courses, which are common to all three 
departments, there are requirements in each of the departments 
as shown in Table XV. 
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It is interesting to compare the foregoing outlines with sim- 
ilar outlines of American schools of commerce. Even a superfi- 
cial glance discovers fundamental differences between the two 
systems. It is not a purpose of this article to investigate wherein 
the two systems agree and wherein they differ, but a few com- 
ments will not be entirely out of place. 


TABLE XIV 


Courses Common To ALL THREE SPECIALIZED DEPARTMENTS (Two SEMESTERS) 











. Political Economy: 
1. Public Finance 
2. Theory of Money 
3. Introduction to the Study of Labor and Labor Prob- 


4. Money and Banking, Policies and Practices 
, oo Theory of Trusts and Their Place in Economic 


. M .. s Administration of Business: 
F Technique of Bank Transactions 
. Law: 
7. Comparative International Business Law; World’s 
Commercial Law; World’s Bills of Exchange and 


8. Czechoslovak Taxation Law 
9. Legal Enforcement of Claims in Foreign Countries... 
to. Czechoslovak Transportation Law 
11. Czechoslovak Custom Law 
12. Case Work in Business Law (laboratory) 
13. Constitutions and Legal Formations of Leading 
Countries of the World 
. Languages:* 
14. Required Work in Any Two Chosen Languages 
. Seminars in Political Economy, Law, and Geography (com- 
mon to students of all three departments, open to qualified] 
students with permission of the instructor) 











* Courses in foreign languages are not to be confounded with lectures in foreign languages; at- 
tendance at exercises in these courses is required. 


1. Some American schools prepare their curricula so that 
the student may specialize almost from the beginning; the grad- 
uate school of Prague insists on a required general curriculum, 
unified considerably even in the three differentiated depart- 
ments, and leaves specialization largely to the private endeavor 
of the student. 

2. Most American schools have a system of rationing the 
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TABLE XV 






FICEK 













































20, 
30. 
31. 


15. 
16. 


17. 
18. 


19. 


21. 


22. 
23. 
24. 


25. 
26. 


27. 
28. 


29. 
30. 


15. 
> SOURS OS TO DOMAINE A ooo ccc cc ccccccccccsccess 


. Organization of Ocean and River Transportation, with! 


, — CID ELL Eovn ne bbsevacneseiaen 


. Technology of Raw Materials..................... 
. Economics of Site Location and Plant Organization for 














SEMESTER 
Courses 
I Il 
DEPARTMENT A: 
WHOLESALE Trapet 
Research in Some Aspects of Accounting Practice... . 2 2 
Organization and Technique of Wholesale Commerce 
with Regard to Foreign Trade...............-.+05: 2 2 
Laboratory in Foreign Trade. ..............ess000- 2(4) 2(4) 
Aarvamcet Coat BecMMGIA. <5 oo. oc ccccccccccescees 2 2 
Railway Rates and Regulations.................... 2 (2) 
, Admateetration of Cates... ....0cccccecscssccecs 2 (2) 
Technology of Merchandise. .............e+eeeeees 5(3) 5(3) 
DEPARTMENT B: 
Banxmnct 
Problems in Bank Accounting. ............+sseee+: 2 2 
Organization of Financial Institutions.............. 3 3 
The Technique of Trade in Stocks and Bonds; Organi- 
zation of the Stock Exchange.....................- 2 I 
The Manager’s Organization of Control and Auditing 
Methods Used in Financial Institutions............. 3 3 
The Technique of Exchange Arbitration............ 2 2 
Laboratory in Bank Organization.................. (2) (2) 
Promoter’s Economics and Technique..............[.eseeeeees 2 
ES SRR rrr serene 2 
Pe MEIN bivoncdcccesadescdccceseces 2 2 








Same as in Department A......00sccccccccccccscece 


OID OD OE BMOIIONS Fan ooo ce cceccccsccceseses 
MND OP SIE Fon 5 sks cecnssivenceveas 
Administration of Industrial Enterprises; Manage- 
wats Labor, Personnel and Marketing (also laboratory 
INS £05.54. Canthbbns ia kene Ss eed ns de ndoeseaouns 


Special Regard to Czechoslovakia.................. 


. Maritime Tariffs and Regulations. .................|..ceeeeee: 
CE MO Lid A seccciccedcecatieseceaeces 
OOO DRNNNIINE BOOP... oc cccccesccscenee 


NS, ek ind Ko éb es ae teceneeee 





I I sel on inn dba nenedned-oee esate 













Seminar in Wholesale Trade open to all students of this department. 
Seminar in Banking open to all students of this fe ne 
Seminar in Industrial Organization open to all students of this department. 
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training, by restricting the number of courses that may be taken 
in a given semester, by compulsory attendance, and by con- 
trolled assignments; the Prague graduate school leaves full free- 
dom to the student. This sometimes results in lagging behind 
(then the student is dropped) and sometimes in overwork. 

3. American schools examine at the conclusion of each 
course of study, or even more frequently. They give, with the 
help of the rationing system, a somewhat measurable education 
to all their students. The graduate school of commerce examines 
students after completion of their studies, and confers the pro- 
fessional degree only on the best students. 

4. The teaching method of the American school is, in the 
main, suited to the capabilities of the average student, and rep- 
resents, in the college, a gradual progress from the secondary to 
the graduate method of work. The Prague school uses lecture 
and research methods throughout. The less able students cannot 
keep pace and drop out. . 

5. The curriculum of the graduate school of commerce is de- 
signed strictly for the purposes of the school; no courses are 
taken over from other schools. Thus the school is not a proper 
place for the training of economists or scientists, but only for 
the training of practical business men and business teachers. In 
its scholarship it does not attain the scholarship required for the 
Ph.D. degree at some prominent American universities. It does 
not train research men. On the other hand, it does not train bond 
salesmen and office clerks; such tasks are performed by the 
commercial academy. 

6. The Prague school prefers, throughout the curriculum, to 
give courses in subjects where individual investigation is possi- 
ble but where there is not much disputed ground; unsettled 
problems are left to the care of the student. Thus professors are 
more conservative in their opinions and give fewer problem 
courses than are given in America. As a result the student is pro- 
tected against biased opinions, but also against the stimulating 
influence of problem courses. 

7. The professors of the graduate school at Prague do not 
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feel any responsibility toward the students. The students enjoy 
unlimited freedom, and the professors are able to devote most 
of their time to scientific research. 

The main objections advanced in Czechoslovakia against 
the present form of the school are based on the tremendous 
amount of work it tries to crowd into six semesters of about four 
months each. There are too many lectures, and yet there are not 
a few prepared lectures that cannot be given because of insuffi- 
ciency of time. It is very likely that a fourth year will be added 
and the subject-matter redistributed. This reform will not pro- 
long essentially the period of study, since the typical student 
already takes about four years to acquire the necessary credits 
and to pass both examinations. 

The knowledge of a commercial engineer may be divided 
into two parts: things in which he has specialized of his own 
accord, and things which he must prove that he knows. The 
common knowledge of all graduates is tested by the state exami- 
nations. The examiners are not interested in special research. A 
picture of the common training is given by the rules governing 
the state examinations, of which some extracts follow (articles of 
the regulations for state examinations at the graduate school of 
commerce in Prague): 


I. GENERAL RULES 


Article 5 —The Ministry of Education appoints the committee for the 
examinations. Each committee comprises a chairman, one or more vice- 
chairmen, and the necessary number of examiners. 

Article 6—For each examination the chairman names, according to his 
judgment, a special committee, which comprises as many examiners as 
there are subjects. 

Article 7—All the professors and associate professors of the graduate 
school of commerce are, by virtue of their office, examiners in the science 
to which they were appointed; they may be named by the Ministry of Edu- 
cation examiners for other subjects as well. The minister of education may, 
on the suggestion of the body of instructors, appoint other specialists for 
examiners. 

Article 10—The committee for the first (general) state examination is 
in session in three terms; at the end of the spring semester and at the be- 
ginning and end of the winter semester. The committee for the second 
(specialized) state examination and the committee for examinations in lan- 
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guages (as a part of the first state examination) is in session during the 
whole year except in vacation time. 

Article 12.—The dean of the graduate school of commerce decides con- 
cerning the admission of candidates to the first (general) state examination; 
in case of doubt, the body of instructors is competent to decide, and also 
in those cases when the state examination was not applied for within five 
years after the student had completed the general part of his studies. 

Article 13.—The application for admission to the second (specialized) 
state examination are to be presented to the chairmen of the respective 
committees of examiners at any time during the regular school session. 

Article 14.—The chairmen of the respective committees of examiners 
decide concerning the admission of the candidates to the second (special- 
ized) state examination. 

Article 15——Complaints concerning non-admission to the examination 
are to be presented to the Ministry of Education within eight days. 

Article 17—Examinations are oral and public. The time set for each 
subject is half an hour. It may, however, be shortened if the candidate ap- 
pears to be well prepared. 

Article 18.—Before the candidate is admitted to the oral examination 
at the second (specialized) state examination he must write two examination 
papers in business administration. One of these papers may be omitted, 
with the consent of the chairman of the committee of examiners, if the can- 
didate can present proofs of satisfactory exercises made during his studies. 
The written examination in each foreign language precedes the oral exami- 
nation in languages. The written examination may not last longer than four 
hours. If the examination paper is found unsatisfactory, the committee of 
examiners will not admit the candidate to the oral examination. 

Article 21—The examination is to be graded by the committee as 
“good,” “sufficient,” or “insufficient.” The mark “good” is given only when 
no one of the Examiners votes for the mark “insufficient.” The mark “with 
honor” in a certain subject can be given by the examiner of that subject 
only in case the mark “good” was approved unanimously. 

Article 25.—In case of failure, the committ** of examiners decides 
when the candidate will be permitted to repeat the examination. Against 
this decision as to the time of the new examination there is no right of ap- 
peal. The probationary time for a repeated first (general) state examination 
is one or two semesters; the probationary time for repeated second (spe- 
cialized) state examination and for the examination in languages is at least 
four months; at most, one year. 

II. SPECIAL RULES 
A, THE FIRST (GENERAL) STATE EXAMINATION 

Article 28.—The subjects examined at the first (general) state exami- 
nation are as follows: (1) Political economy, that is, economic theory, eco- 
nomic politics, finance, and statistics; (2) science of law, i.e., jurisprudence, 
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civil law, business law, law of bills of exchange and checks, legal process in 
civil cases, laws on bankruptcy; (3) business administration, i.e., general 
business administration, outline of the organization of commerce, contract 
of sale, transportation of goods, commercial information, payment, outlines 
of banking and insurance transactions and of commercial arithmetic; (4) 
accounting, i.e., bookkeeping by single and double entry and cameralistic 
bookkeeping, theory of accounting, and systems of accounting in various 
enterprises; (5) geography, i.e., general geography of production, com- 
merce, and transportation, regional geography. 

Article 29.—For the examination in languages the candidate must 
choose at least two of the following languages: French, English, Russian, 
Serbo-Croatian, Italian; he must choose in any case the French or the Eng- 
lish Language. In addition the candidate may, if he wishes, apply for exami- 
nation in another foreign language, for example, German, Polish, Spanish, 
Dutch, Roumanian, or Greek. r 

Article 31.—For the examination in languages it is required to know: 
grammar, good pronunciation, fluent conversation. The candidate must be 
able to translate from the Czechoslovakian into the foreign language some 
pieces of prose, or newspaper articles; he must have a good knowledge of 
social, cultural, and economic conditions of the respective nations, and also 
he must be versed in business correspondence in that language. 


B. THE SECOND (SPECIALIZED) STATE EXAMINATION 


Article 36.—The subjects of the second (specialized) state examination 
in the department of wholesale trade are as follows: (1) political economy, 
i.e., international economic policies and economics of transportation and of 
custom; (2) business administration, i.e., the science of the organization and 
practices of wholesale trade, including bookkeeping, cost accounting, com- 
mercial statistics, transportation, and customs; (3) science of law, i.e., 
business laws of other countries, international law of business transactions 
and of bills of exchange and checks, the transportation law of Czechoslova- 
kia, legal proceedings in enforcement of claims in foreign countries, taxation 
and custom law; (4) technology of merchandise, i.e., science of materials 
and products of mineral, animal, and vegetable origin. 

Article 39.—The subjects of the second (specialized) state examination 
in the department of banking are as follows: (1) political economy, as in 
the department of wholesale trade; (2) business administration, i.e., the sci- 
ence of the organization and practices of banks, including bookkeeping, 
banking arithmetic, and statistics; (3) science of law, i.e., banking law, 
business law of other counties, international law of business transactions 
and of bills of exchange and checks, legal proceedings in enforcement of 
claims in foreign countries, taxation and custom law. 

Article 42—The subjects of the second (specialized) state examination 
in the department of industrial organization are as follows: (1) political 
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economy, i.e., industrial policies, economics of transportation, and customs; 
(2) business administration, i.e., the science of the organization and prac- 
tices of industrial enterprises, including bookkeeping, cost accounting, com- 
mercial statistics, transportation, and customs; (3) science of law, i.e., in- 
dustrial law, business laws of other countries, international law of business 
transactions and of bills of exchange and checks, the transportation law of 
Czechoslovakia, legal proceedings in enforcement of claims in foreign coun- 
tries, taxation in custom law; (4) engineering technology, i.e., science of 
raw materials, tools and mechanical devices, and applied chemistry. 


In conclusion it may be said that the new school has found 
a place in the life of the nation. It is even gaining some interna- 
tional renown, as the number of foreign students (most of them 
Serbs, Croats, Slovenes, and Russians) registered in the last 
year would suggest. The school is well equipped** and com- 
mands an important place in the state budget. The total expen- 
diture was, in 1921, Ke. 1,432,057; in 1922, Ke. 1,424,959; in 
1923, Ke. 1,759,527; and in 1924, Kc. 1,043,450. According to 
these figures each student represents an investment on the part 
of the state of about Kc. 1,000 a year, and each holder of the 
final degree may have cost the state about Kc. 10,000. 

Nothing could illustrate better the energetic effort of the 
government to create as rapidly as possible a body of experts 
who may help to bring the economic life of the Republic back 
to its normal conditions. As yet there is little evidence of success 
on that score. Many of the graduates go into teaching positions 
in the secondary-schools system. Many find places in foreign 
countries, especially in Jugoslavia, Bulgaria, and the rest of the 
Balkans. This situation indicates that the graduates find that 
“jobs are scarce” in business at home, or else that the graduates 
are not fitted for jobs available, or else that they are not desired. 
In fact, all of these suggestions are true to some extent. The ab- 

“It maintains several laboratories (physical, chemical, and a laboratory for 
technology of merchandise) and institutes. There are two institutes of the eco- 
nomics of enterprise, an institute of civil law, an institute of accounting, and an 
institute of economics. Both the institutes and the laboratories are mainly for the 
use of the students, and are not to be thought of as research bureaus. Since the 
European professor regards himself as primarily an investigator and scientist, he 


does not need a stimulus in the form of an organization for research. Moreover, 
the individualism of specialists in Europe is averse to the idea of “team work.” 
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normal condition of national economy, with a loss of former ex- 
port markets in the East and great obstacles to developing new 
markets in the West, accounts for the first. The attitude of the 
employers, who want to pay as little as possible and who expect 
from a man starting at the bottom of the ladder a mechanical 
skill in office operations which the new school graduates do not 
possess, explains the second.” As for the third, the suspicion of 
the big banks that an employee with graduate training would 
understand many things which pass unnoticed under the nose of 
the commercial-academy graduate, and that this understand- 
ing by an employee might embarrass the directors, may have 
something to do with the policy of the banks in closing their 
doors to men from the graduate school of commerce. This atti- 
tude is not shared by the smaller banks. 

There are, at present, some two hundred commercial engi- 
neers of the graduate school of commerce, and their influence in 
business is almost nil. They have to compete, in Czechoslovakia, 
_ both with the commercial-academy graduates and with the 

graduates of the faculty of law, and they find the competition 
very bitter. But the future of the school seems to be assured, 
and some effect on Czechoslovak business in general, and espe- 
cially on her foreign trade, may reasonably be expected. 
JAROMIR WIESNER 
KareEL FICEK 


GrabUATE SCHOOL OF COMMERCE 
OF PRAGUE 


* The employers have been spoiled by the fact that most of their employees 
have been commercial-academy graduates in the past, and come to their estab- 
lishments finished products, although unable to climb to responsible positions. 





THE FALLACY OF A CAPITAL LEVY 


I. INTRODUCTION 


If press dispatches to the United States are to be relied upon 
France may soon be added to the list of countries which have 
attempted to solve their financial troubles by an extraordinary 
levy on capital. To date seven countries have experimented with 
such a measure: Czechoslovakia, Germany, Austria, Hungary, 
Poland, Italy, and Greece.’ In no country has the experiment 
been satisfactory, while in some it greatly contributed to the 
financial disaster. This was notably the case in Austria. 

In the following article it is proposed to consider the usual 
arguments for the capital levy and then to show the fallacy of 
the capital levy as a remedy for France’s present difficulties. 

The capital levy is nothing more nor less than a general 
property tax. It differs only from the main pillar of the financial 
structure of the American States in that the rate is purposely set 
so high that the taxpayer is expected to part with a portion of 
his property in order to meet his liability. It is designed to 
transfer a portion of the capital assets of individuals to the state 
in order to permit the state to reduce the burden of its public 
debt. It is thus an extraordinary and non-recurring source of 
revenue. It is essential, therefore, that it accomplish its purpose, 
because the faith of the state is really pledged that a second 
capital levy will not be imposed in the near future. 

The measure is, naturally, popular with parties of the Left 
in all countries, yet it is only fair to say that the capital levy has 
advocates among conservative economists as well as among 
politicians of radical tendency. In England, for example, if Pro- 
fessor Dalton is to be relied upon, Professor Scott appears to be 
the only economist of repute who is unqualifiedly opposed to the 
measure.” 

*G. F. Shirras, The Science of Public Finance (London, 1924), p. §43. 

7H. Dalton, The Capital Levy Explained (New York, 1923), p. 49, n.2. 
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II, ARGUMENTS FOR THE CAPITAL LEVY 


What are the arguments for such a radical proposal? There 
are three types of argument advanced. They may be classified 
as sentimental, revolutionary, and conservative. The senti- 
mental argument runs in this wise: The country is burdened 
with a crushing debt due largely to the national misfortune of 
war. The debt is held largely by the well-to-do. The payment 
of interest upon, and the amortization of, this debt thus repre- 
sents the annual transfer for years to come of a considerable 
portion of the income of the community to a select and favored 
few. This is unjust. Conscription of property should have ac- 
companied conscription of men. It did not. But the capital levy 
affords a remedy. It should be regarded, therefore, as merely a 
delayed act of justice. 

This very briefly is the sentimental argument. The issue, 
however, is not one of sentimentality, but of expediency. Could 
the war have been conducted as well had there been conscription 

of wealth? Granted that this was not done—whether rightly or 
' wrongly is beside the point—is a capital levy the best method of 
remedying the existing situation? The advocates of the capital 
levy must answer this second question affirmatively and con- 
vincingly if they are to establish their case. The sentimental 
argument, therefore is not in place, and may be dismissed with- 
out further ado. This cavalier dismissal, however, does not pre- 
vent it from being the most effective political argument. In most 
countries it is this sentimental argument that has prevailed. 
Unless, however, there are in addition valid rational reasons for 
the capital levy its introduction can only do harm. 

The revolutionary argument embodies the sentimental one, 
but goes further. Not only is the capital levy an act of delayed 
justice; it is also a means of accomplishing a thoroughgoing 
change in existing social and economic institutions. The revolu- 
tionary advocate urges sharply progressive rates, payment over 
an exceedingly short period, and largely in kind. He hopes in 
this way to secure for the state a substantial share of the pro- 
ductive assets of the country, and he would have the state retain 
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and administer these as part of its permanent public domain, in 
the broadest sense of the term. In other words, he would have 
the state increase its assets rather than diminish its liabilities. 
He advocates the capital levy as the entering wedge of socialism. 

The radical argument may also be dismissed briefly at this 
point. It suffices to point out that the acquisition of fractional 
interests in private industrial enterprises is a poor way of in- 
augurating socialism. As a minority stockholder, so to speak, in 
the private industrial domain, it will find itself overreached on 
all sides. In the effort to protect its interests it will only succeed 
in hampering and fettering production at a time when maximum 
production is of the utmost importance. The capital levy would 
be more likely to discredit socialism, therefore, than to serve as 
the entering wedge. 

It is with the conservative argument alone that this article 
is concerned. The conservative advocate sees in the capital levy 
not a measure of retributive justice, not an instrument of social 
reorganization, but simply an appropriate means of financial re- 
habilitation. He argues that the capital levy is desirable, equita- 
ble, and feasible. It is desirable because of the intolerable bur- 
den of the public debt. The slow amortization of the debt by 
ordinary methods means high taxes for years to come. The ex- 
pectation of these high taxes will prove more discouraging to 
thrift and enterprise than would a large non-recurring levy on 
the total fortunes of the people, when coupled with the expecta- 
tion of lower taxes in the future. Professor Pigou argues that as 
the ordinary tax burden increases it becomes progressively hard- 
er to devise a scheme of taxation which will not seriously hamper 
production. He writes: 


It may be fairly easy to devise a scheme which will raise in taxes 10 
per cent of the national income without seriously hampering production. 
But to devise an equally innocuous scheme for raising 20 per cent will be 
much harder; and to devise one for raising 30 per cent, very much harder. 
More generally, when the amount of the national money income is given, 
every extra 50 millions of revenue which is to be raised is more difficult to 
arrange for satisfactorily and more likely to involve injurious reactions 
upon national productivity. Consequently every addition to the size of the 
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budget, which will be needed if no special levy is raised to wipe off the debt, 
makes the chance greater that any given special levy will do more good by 
lessening the budget requirements than it will do harm through the reac- 
tions which it itself sets up.® 


The capital levy is equitable, the conservative argument 
goes on, because it conforms to the principle of faculty, which is 
generally recognized as the proper basis for taxing. But it is not 
less equitable if benefit be urged as the proper basis for appor- 
tioning the public burdens. Thus, if we look at the past, it is the 
propertied classes that have gained most from the existence of 
the state, the primary purpose of which is the protection of 
property rights. If we look to the future it is again they who 
will benefit most from the recovery of the state’s credit. They 
are the principal holders of the state’s obligations, which wili 
appreciate in value with the recovery of the public credit. They 
may well be called upon in an emergency, therefore, to make a 
sacrifice for the state. Their sacrifice will be abundantly com- 
pensated by the expectation of lower taxes in the future, and by 
the appreciation in the value of the public securities remaining 
in their possession after the completion of the levy. 

And finally, the scheme is feasible. The administrative prob- 
lem is by no means insoluble. Assessment and collection may be 
linked up with some existing tax with which officials and public 
alike are familiar—the income tax or the inheritance tax, for 
example. Nor does the transfer of large sums from private indi- 
viduals to the state, all within a short period of time, represent 
an insuperable difficulty. In the first place, the proceeds of the 
levy would be paid out as rapidly as received for the purchase 
and cancellation of bonds. In the second place, and in accord 
with the revolutionary advocates of the levy, liberal provision 
could be made for payment in kind, that is, in government bonds 
and private securities of recognized worth. Finally, instalment 
payments could be authorized where exceptional circumstances 
justified. 

Such, in brief, is the conservative argument for the capital 
levy, and it is with this alone that we are concerned. If France 


* A.C. Pigou, The Economics of Welfare (London, 1920), p. 679. 
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introduces a capital levy it will be because a large number of 
conservatives are convinced of the essential soundness of the 
argument, and the extreme socialists will of course vote for such 
a measure. 

What is to be said in rebuttal of this argument? 


Ill. THE FALLACY OF THE CAPITAL LEVY 


First, as to the equitableness of the capital levy. In fact, 
this argument turns against the measure. The capital levy is not 
equitable because in an emergency all should contribute to the 
salvation of the country. There is no reason why the profes- 
sional man on a large income should not make his sacrifice as 
well as the property owner. Yet it is difficult to devise a way to 
bring this about. In the first place, his income is highly aleatory; 
hence it is difficult to establish a parity between him and the 
property owner. In the second place, the assessment of an equi- 
table payment would involve his borrowing on very onerous 
terms. Furthermore, the capital levy is inequitable between dif- 
ferent types of property owners. American experience of a cen- 
tury demonstrates that some kinds of property are easy to assess 
while others are most difficult to assess. Grave inequalities would 
result from variations in the effectiveness of assessment. 

The capital levy is not feasible. It is necessarily complex. 
The reader has only to examine the Austrian law as reproduced 
in the Revue de Science et de la législation financiéres (Vol. 
XIX) in order to realize the complexity of such a measure. Fur- 
thermore, its high rates arouse the resistance of all those liable 
to it. Enforcement is therefore difficult and time-consuming. 

The claim that the capital levy is infeasible is borne out by 
the financial results in all countries where it has been tried. 
Thus, in Poland it brought in hardly one-sixth as much per capi- 
ta as the English income and super tax. President Masaryk, of 
Czechoslovakia, has admitted that “the money seemed to dis- 
appear” before the capital levy. Evasion was general in Hun- 
gary. The Italian measure, with its payments spread over 
twenty years, is really a surtax on funded incomes, not a capital 
levy in the strict sense of the word. The present state of Greece’s 
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finances is evidence that the levy worked no wonders there. In 
Austria the capital levy was a financial liability. It fettered in- 
dustry, drove capital into unproductive channels, and failed to 
pay the special costs which it imposed upon the state and the in- 
dividuals and companies liable to it. Its sponsors estimated that 
it would bring in the equivalent of 15 per cent of the national 
wealth. Actually, almost three times as much was secured from 
ordinary taxes during the first six months of 1923—after the 
League of Nations’ control—as from the capital levy in thirty 
months: $15,000,000 against $42,000,000. Of course, this un- 
favorable result was due to the rapid depreciation of the crown 
in the months following the passage of the capital levy (July, 
1920), but, as will be shown later, this depreciation was due, 
partially at least, to the law itself. Depreciation in Germany 
made the levy there as futile as in Austria. 

The capital levy involves an administrative dilemma. It is 
seriously advocated only in countries whose finances are in a 
desperate plight. An important reason for this plight, however, 
is the inability of the finance ministry to cope with the existing 
revenue measures. Deficits are due in large part to the growing 
arrears of taxes. The difficulty, of course, lies in the burden- 
someness of the existing taxes, which provokes evasion. The 
capital levy appears to offer a means of reducing ordinary taxes 
to manageable proportions. The trouble, however, is that the 
capital levy itself represents a far more burdensome tax than the 
existing ones, and is, therefore, far more difficult of enforce- 
ment. True, it is non-recurring, and hence one might argue that 
the taxpayer’s attitude would be different toward it than toward 
burdensome recurring taxes. But as a matter of fact the terrific 
rate in terms of annual income more than offsets the advantage 
of non-recurrence. Taxpayers will use every ounce of ingenuity 
to avoid or evade the levy. Here, then, is the administrative 
dilemma: If the state’s revenue system is so well administered 
that ordinary taxes are being collected successfully there is per- 
haps a fair prospect that a capital levy could be administered 
successfully. But in this case the capital levy is unnecessary. 
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This follows from the nature of an internal debt. Such a debt 
involves large annual transfers on account of principal and in- 
terest from the taxpayers at large to the bondholders. The 
bondholders in most countries are the well-to-do. But it is pre- 
cisely the well-to-do whom the modern state attempts to reach in 
more than proportion to their wealth through its existing rev- 
enue system. If it succeeds in this, then the internal debt, enor- 
mous and oppressive as it is, represents no impossible burden. 
If it does not succeed in this, then indeed the debt service repre- 
sents a heavy burden upon the poor. But if the state is unable 
to enforce a revenue system which is progressive as a whole, 
then it is certainly unable to enforce a drastic measure like the 
capital levy. Its introduction will hurt matters, not help them. 
It will most certainly precipitate a new and drastic inflation, in- 
crease the current deficit, and complete the financial bankruptcy 
of the state. 

It seems paradoxical to say that an extraordinary revenue 
measure should actually promote bankruptcy, yet there are 
strong reasons for believing this to be so. In the first place, 
months must inevitably elapse between the introduction of the 
bill and its final passage. Between its passage and even provi- 
sional assessment, further months must elapse. Meantime, ar- 
rears from existing taxes will most certainly increase, since the 
new measure will have to be shouldered upon an existing bureau, 
presumably the overburdened direct-tax bureau. Furthermore, 
the new measure furnishes the politicians with a welcome excuse 
for postponing necessary, but painful and unpopular, economies. 
The combined result of growing arrears and unreduced expendi- 
tures would be an increased deficit and an embarrassed treasury. 

More serious still, the capital levy unlooses forces which 
may easily get beyond control. It must be remembered in what 
follows that wherever the capital levy has been tried (or is likely 
to be tried) the authority of the state was already weak. Under 
such circumstances the greatest moderation is necessary if a 
wave of distrust is not to sweep the country. The announcement 
of a capital levy may be sufficient to unloose the winds of doubt. 
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In Switzerland, for example, where the finances of the state 
were sound, the mere proposal of a capital levy in 1923 led to 
heavy withdrawals of deposits and an alarming fall in public 
and private security values. The agitation in France during the 
fall and early winter of 1925 in favor of a capital levy had an 
effect on confidence which worked itself out in a different and 
still more serious way. 

The agitation contributed to a renewed flight from the franc. 
Those presumably liable to the heavier rates of a levy sought to 
get their capital into hiding. There are a variety of ways of do- 
ing this. One way is to get it into forms at home difficult to 
assess though uneconomical. Another way is to get it out of the 
country. Some sell property within the country and invest in 
foreign exchange. Others sell securities abroad and invest the 
proceeds in the country of sale. Exporters sell goods abroad and 
leave a part of the proceeds there. This concerted demand for 
foreign exchange quickly depresses the international value of 
the currency. 

One might expect this rise in the foreign exchanges to set in 
motion restorative forces. Thus the profitableness of the export 
trade should increase, and hence the volume and the value of ex- 
ports. Simultaneously, the volume and value of imports should 
decrease until finally equilibrium is restored. This automatic 
readjustment presupposes, however, that exporters repatriate 
their profits. Under normal conditions they would. But the con- 
ditions under review are not normal. The last thing the seller 
thinks about is the repatriation of his profits. Consequently the 
automatic readjustment fails to take place. On the contrary, the 
rise in the foreign exchanges increases the demand for them. 
This seems contrary to one of the most elementary principles 
of economic theory, namely, that a rise in the price of a com- 
modity causes a decrease in the quantity demanded. This is 
true, however, only if prospective buyers believe that the price 
will not go still higher. Otherwise a rise in price only increases 
the demand for the commodity. 

This is what happens with the foreign exchanges. Their 
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rise only increases the demand for them. Legitimate buyers of 
foreign exchange, importers of national necessities, for example, 
hasten to cover their needs for a longer period than usual. Thus, 
in Austria, where imports are seasonal, centering in the fall and 
early winter, importers ordinarily began to accumulate the nec- 
essary foreign exchange in August. After the Revolution, how- 
ever, when the rise in the foreign exchanges led to fears of fur- 
ther rises, there is ample evidence to show that importers began 
to accumulate at an earlier date. In 1920 they seem to have be- 
gun in July; in 1921, in June; in 1922, in May. In each of these 
years there was a period of comparatively stable exchanges from 
the beginning of the year to the month mentioned, when a sharp 
upward movement of the foreign exchanges occurred.* One 
might argue that, after the needs of importers were satisfied, the 
foreign exchanges would return to the old level, or even lower, as 
importers disposed of their surplus exchange and as the steady 
supply of exporters’ bills continued to come upon the market. 
Such an argument again assumes normal conditions, and we are 
confronted with abnormal conditions. Importers did not dispose 
of their surplus exchange, and exporters offered only so much of 
their exchange as was necessary to enable them to carry on their 
businesses. Consequently the new level of the exchanges per- 
sisted. 

This new level cannot persist, however, unless domestic 
prices rise in roughly the same proportion as the foreign ex- 
changes. Domestic prices cannot rise unless there is an increase 
in the quantity of money in circulation, or in the rapidity of its 
circulation, or a decrease in the quantity of commodities coming 
up for exchange against the domestic currency. In what follows 
it is proposed to show that the rise in the foreign exchanges 
brings about an increase in the rapidity of circulation of the 
domestic currency and a decrease in the quantity of commodi- 
ties exchanged against this currency, and thus an increase in 
domestic prices, and that this increase in domestic prices finally 
causes an increase in the quantity of money. In brief, it is pro- 


“J. van W. De Bordes, The Austrian Crown (London, 1924), chap. vii. 
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posed to show that it is the rise in the foreign exchanges which 
brings about inflation, and not inflation which brings about the 
rise of the foreign exchanges. 

This proposition can best be demonstrated by making a few 
highly simplified assumptions. First of all, let us confine our 
attention to the monetary relations between F (France, for ex- 
ample) and A (the whole world external to F). Let us represent 
the price levels in the two countries on January 1, 1925, by the 
index number 100, and the ratio of their currencies, as deter- 
mined by their fine gold contents, at 5 to 1—that is, five francs 
equal one dollar. Let us assume that exchange between the two 
countries has long been at par, and that vigorous trade relations 
have long existed. Under these circumstances five francs has the 
same purchasing power in F as in A over goods capable of enter- 
ing into international trade, transportation costs being ignored. 
If now an enterprising business man in F discovers a new com- 
modity in A which he can buy for five francs per unit and sell in 
his own country for six francs, and if this trade assumes consid- 
erable proportions, equilibrium will be destroyed. A new drain 
on A is set up without, for the moment at least, any compensat- 
ing flow of commodities from F to A. Equilibrium may be re- 
stored (1) through a movement of gold from F to A, with its 
resulting effect on prices in the two countries; or (2), assuming 
that F and A are on an inconvertible paper-money basis, 
through (a) a change in the general price levels in the two coun- 
tries, (6) a change in the ratio at which their moneys exchange, 
or (c) some slight change in both. Let us see how equilibrium is 
likely to be restored on the assumption that gold movements are 
impossible. 

Even under this assumption international trade tends to re- 
store equilibrium. Thus the commodity drain on A reduces the 
quantity of goods in circulation there, and thereby tends to in- 
crease the general price level slightly, while the same forces 
working in opposite directions tend to reduce the price level in 
F. Similarly, the increased demand from importers in F for the 
currency of A tends to increase the value of that currency in 
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terms of the currency of F. The money of A now has a some- 
what larger purchasing power in F than at home, and vice versa, 
the money of F has a larger purchasing power at home than 
abroad. As a result of the new price situation and exchange 
situation exports from F tend to increase, and imports into F 
tend to decrease, and thereby an opposite combination of forces 
is set at work which soon restores equilibrium. In this example 
the dislocation of the exchange brought its own remedy. 

Let us now make another assumption more in accord with 
the situation which confronted Austria after the Revolution and 
which confronts France today. Let us assume that the fall in the 
currency of F in terms of A, that is, the rise of the foreign ex- 
change (from the viewpoint of F), is due not to the importation 
of a new commodity, but to distrust of the financial situation in 
F on the part of its business and propertied classes. Members of 
this class accordingly bid up the currency of A, which thereby 
rises 50 per cent in value. One dollar now purchases 7.5 francs, 
instead of 5, as formerly. Arguing from the previous example, 
we might expect a shift in the volume of exchanges to re-estab- 
lish equilibrium. The new rate of exchange favors exports from 
F and discourages imports into F. Export commodities which 
were formerly worth 5 francs or one dollar are still worth a dol- 
lar or 7.5 francs in A, but only 5 francs in F. They tend, there- 
fore, to be exported in increased quantities until, under foreign 
competition, the domestic price rises. Presumably an equilibri- 
um price will be reached somewhere between 5 and 7.5 francs. 
Residents of A now secure this commodity, and all other com- 
modities capable of export from F, in more abundance and at 
lower prices than formerly. Import commodities, on the other 
hand, which were hitherto worth one dollar, or 5 francs, are still 
worth one dollar in A, but cannot be laid down in F for less than 
7-5 francs. Imports, accordingly, fall off, and again an equi- 
librium price tends to establish itself at which F consumes less 
and pays more and A consumes more and pays less. Again 
equilibrium appears to have been re-established with F export- 
ing in greater quantity and importing in less quantity, and with 
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general prices somewhat higher because of the decrease of com- 
modities in circulation. The people in A appear to have gained 
as a result of the flurry in the exchange. They now secure a 
greater quantity of goods and pay with a less quantity. The cost 
of living has risen in F and fallen in A. The general well-being 
has increased in A and decreased in F, but an equilibrium has 
been restored. 

The assumptions here are that exporters offer their foreign 
exchange freely to importers, that the latter import in greatly 
reduced quantities, and finally, that the habits of the people in F 
remain unchanged. None of these assumptions holds, however, 
where a rise in the foreign exchange is caused by a wave of dis- 
trust. Exporters leave a portion of their profits in A. Importers 
increase, rather than decrease, their imports, because for the 
most part they are dealing in vital national necessities and, fear- 
ing a further rise in the foreign exchanges, attempt to cover for 
a more than usually distant period. Hence the initial rise pro- 
vokes a further rise. Meantime the prices of imported goods 
rise, as do those of domestic commodities capable of being ex- 
ported. These increases may be compensated by a heavy fall in 
some purely domestic products. A price index resting on a broad 
enough base might show no advance. But the cost of living 
would certainly advance sharply, since the bulk of the exports 
and imports of a country consist of real or conventional neces- 
sities. Under the combined effect of the increase in the cost of 
living and the disturbing news of the rapid rise in the foreign ex- 
changes, the spending habits of the broad masses of the people 
next undergo a remarkable change. They, too, begin to buy in 
advance of needs. Anything to get rid of their doubtful money. 
They stock up with necessaries; they invade the stock exchange, 
hitherto the resort of the well-to-do; they buy foreign exchange. 
In a short time the whole country is speculating on the rise of 
the foreign exchanges, and these respond nobly. The rapidity of 
circulation of the domestic money increases greatly, and in this 
way the new and higher price level is maintained for a consid- 
erable period, even though the government refuses to inflate the 
currency. 
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The pressure on the government to inflate, however, be- 
comes enormous. Merchants and manufacturers complain of in- 
sufficient money to transact business. Laborers strike for higher 
wages. Those in the export industries, where conditions are tem- 
porarily good, are likely to be successful. Other employers are 
forced to follow suit. The government, too, finds the costs of all 
materials increasing, and its army of employees threatening 
to strike if salary advances are not made. The very real in- 
crease in the cost of living makes their demand unanswerable. 
Sooner or later the government is forced to accede. In this way 
the expenses of the government are greatly increased. In- 
creased revenues, however, are not instantly forthcoming from 
normal sources. The arrears of taxes have lost much of their 
purchasing power. The deficit grows and must be met from 
abnormal sources. There are only two real alternatives: bor- 
rowing through the sale of bonds, or inflation. Any other remedy 
is too slow. The situation in the country is like that in a boiler 
of which the safety valve is closed. The valve must be opened, 
or the heat must be turned off, or there will be an explosion. In 
the case of the state the heat is generated by distrust and is not 
to be allayed in a moment. The explosion means revolution. 
Under the circumstances a government generally chooses to 
open the valve, that is, to borrow or to inflate. 

In France victory in the war and the mirage of a large Ger- 
man indemnity long permitted the government to borrow through 
the sale of short-time bonds. Most issues were convertible into 
any subsequent higher-interest-bearing one, so that today the 
bulk of France’s debt bears onerous interest—above 8 per cent.° 
Moreover, these bonds have been used freely as collateral for 
loans, which have been rediscounted with the Bank of France, 
and the government has raised the limit of note issue from time 
to time to make this possible. As a result there has been real 
inflation in France, which, however, has not relieved the govern- 
ment of the burden of debt. In Austria and in Germany, on the 
other hand, inflation was direct and rapid, with the result that 
the burden of old debt was practically wiped out. 

* Moulton and Lewis, The French Debt Problem (New York, 1925), p. 105. 
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The point to note here is this: Once distrust begins to drive 
up the foreign exchanges, no adequate counterbalancing forces 
are set in motion. The rise increases distrust and the increased 
distrust produces a further rise in the foreign exchanges. The 
cost of living rises, wages rise, the government deficit increases, 
until finally such a tension is produced that the government 
capitulates. Certainly no popular government could resist the 
pressure. It inflates the currency. Thereby the new price level 
is certified and underwritten. Unfortunately, inflation feeds the 
existing distrust and provokes a new rise in the exchanges. The 
state now finds itself in a vicious circle from which it is almost 
powerless to extricate itself. 

The thesis advanced here runs directly contrary to the or- 
thodox one. The orthodox thesis is that the failure of govern- 
ment to tax adequately or to economize adequately causes a def- 
icit which is met either by direct inflation or the indirect infla- 
tion resulting from extensive discounting of government bonds. 
The ensuing rise in prices increases imports and decreases ex- 

‘ports. The increased demand of importers for foreign exchange 
and the decreased supply of exporters’ bills cause a rise in the 
foreign exchanges. According to this thesis disordered exchanges 
are the result of inflation. It is here maintained, however, that 
after a certain stage, at any rate, the rise in the foreign ex- 
changes is caused by lack of popular confidence in the govern- 
ment, that this rise induces a rise in domestic prices, which is 
maintained by the increased rapidity of circulation of the do- 
mestic currency and the decreased quantity of goods in circula- 
tion, and that the rise in prices finally forces the government to 
meet its increasing expenses through inflation. According to 
this thesis, inflation is the result of disordered exchanges. 

Austria’s experience since September, 1922, abundantly sub- 
stantiates this latter thesis. Beginning in that month, the belief 
rapidly spread throughout Austria that a large foreign loan 
would soon be forthcoming and that, through a foreign control, 
adequate public economics would be introduced. For the first 
time since the Revolution a balanced budget appeared to be a 
probability of no distant future. Meantime, the foreign loan 
would defend the Austrian crown against further depreciation 
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abroad. As a result of this newborn confidence, speculation for a 
rise in the foreign exchanges ceased and, after a slight rise in 
the crown, the government easily maintained a fixed relationship 
_ between the crown and the dollar—about 70,000 equal one dol- 
lar. There is nothing amazing in all this. The extraordinary 
thing, however, is that this stability was easily maintained de- 
spite an increase in the note circulation from 1,517,000 million 
crowns on September 7, 1922, to 7,126,000 million crowns on 
December 31, 1923. And more surprising still, the cost-of-living 
index showed an actual decline during the same period of 169 
points from its high level of 14,153 in September, 1922.° The 
explanation is simple. The general public had come to accept the 
daily quotation of the dollar, the pound sterling, and the Swiss 
franc as proof of recuperation or decay. When they saw the 
crown improve and then maintain its value week after week 
their whole attitude toward the crown changed. They no longer 
regarded it as something to be gotten rid of as rapidly as pos- 
sible. It became respectable and worth saving. The spending 
habits of the people changed. The rapidity of circulation of the 
money decreased so markedly that the economic system of Aus- 
tria was able to absorb an almost fivefold increase in the quan- 
tity of notes in circulation without any general increase in prices. 
It is not the purpose of this article to discuss in any detail 
what policy the government should pursue under these circum- 
stances. It should be clear, however, that a capital levy is not 
the remedy. It but feeds the flames of distrust and doubt. More- 
over, it is far too slow. It only hastens the flight from the do- 
mestic currency, drives up the foreign exchanges, and finally 
necessitates the inflation which ultimately nullifies the capital 
levy itself and all direct taxes as well. The remedy must consist 
of some policy capable of restoring confidence. Economy and 
still more economy is the only remedy. Anything which permits 
the politicians to postpone such a policy is fatal. Once such a 
policy of economy has been inaugurated and adequate guaran- 
ties given that it will be rigidly adhered to, the state will, as by 
magic, find itself facing a new situation. It will be able to float 
a long-time loan at home, if confidence has not been too badly 


° These figures are from tables in De Bordes, The Austrian Crown. 
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shaken; otherwise abroad, for the bankruptcy of an important 
nation is fraught with too many dangerous possibilities for the 
international bankers to permit this to happen. The longer the 
government postpones inaugurating a policy of drastic econo- 
mies, the greater the likelihood that resort to foreign capital will 
ultimately be necessary, and with it foreign control. Austria, 
Germany, and Hungary have had to accept foreign money and 
foreign control. What fate is in store for France, Italy, Bel- 
gium? They require capital to enable them to bridge over the 
transition period separating them from balanced budgets. If 
foreign capitalists lend them the money they will demand ade- 
quate guaranties that the economies are really introduced and 
that the revenue system is really enforced. The fates of all these 
countries lie in large part in the hands of their public men. 

It is only fair to say, however, that circumstances may ren- 
der the public men in these countries helpless, though they pos- 
sess the wisdom of Socrates and the resolution of Napoleon. 
This qualification is due to the existence of huge interallied 
debts. If such obligations prove greater than the countries af- 
fected can pay, or even greater than the vast majority of the 
people believe they can pay because of the one-sided way in 
which the obligation is imposed, then obviously there can be no 
restoration of confidence. Stabilization of the exchanges and of 
prices is impossible. Balancing the budget is impossible. Long- 
time loans are impossible. The government is continuously in 
difficulties. Gradually its authority is undermined. The situa- 
tion grows ominous, yet, tragically, the government is powerless. 
The key to the situation is in foreign hands. A grave responsi- 
bility indeed rests with those who hold the key. The American 
people today may be holding the keys to the French, Italian, 
Belgian, even the English, situation. Are they aware of their 
responsibility? Are their political leaders enlightening them? 
Alas, there is little evidence that our political leaders are them- 
selves enlightened. 


JoHN VAN SICKLE 
UNIVERSITY OF MICHIGAN 





THE PURCHASING-POWER PARITY THEORY 


I 


The disorganization of the foreign exchange markets and 
the wide deviations of exchange rates from mint parities which 
prevailed during and after the war have stimulated a lively dis- 
cussion of the determinants of exchange rates under a régime of 
inconvertible paper currencies. A major part of the literature 
which has accumulated on the subject is concerned with the so- 
called “purchasing-power parity theory.” With the partial sta- 
bilization of the exchange situation accompanying the return to 
gold in some countries and the cessation of inflation in others, 
the discussion has somewhat abated; consequently the time may 
be opportune for a general criticism and appraisal of the theory. 

First of all, what is the purchasing-power parity theory? 
To find a statement compatible with the formulations of the doc- 
trine by all the various writers who have discussed it is probably 
quite out of the question. Few have held the theory in its most 
categorical and unqualified form. Each has given to it his own 
modifications and reservations, so that it becomes impossible to 
present a formulation acceptable to all. Fortunately, this is un- 
necessary for our purpose. The essential nature and implica- 
tions of the doctrine of purchasing-power parities can be best 
emphasized by considering it in its most naive and unqualified 
expression, however untenable that may be. It might run some- 
what as follows. 

In the case of two countries, A and B, both of which have 
inconvertible paper currencies, the money of A is valued in B 
only because it represents purchasing power in A, and that of B 
is valued in A only because it can be exchanged for guods in B. 
Each currency has a high or low value in terms of the other ac- 
cording as its purchasing power over goods at home is high or 
low. If the domestic purchasing power of two currencies is the 
same, their values on the foreign-exchange market should be 
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equal, for if they were not it would be profitable for the country 
of the overvalued currency to purchase goods in the country of 
the undervalued currency until the demand for the money of the 
latter, for the purpose of making payment, raised its exchange 
value to an equality. Thus it appears that unless the ratio at 
which two currencies exchange for each other is equal to the 
ratio between their domestic purchasing powers there are set in 
operation forces which eventually restore the identity of the two 
ratios. The ratio between the internal purchasing powers of two 
currencies is their “purchasing-power parity,” and it is this ratio 
or parity which, according to the theory, fundamentally deter- 
mines the exchange rate. In other words, the exchange ratio of 
two currencies is a function of the ratio between their purchas- 
ing powers over goods in their respective domestic markets, or— 
which amounts to the same thing—an inverse function of the 
ratio between their respective domestic price levels. Any altera- 
tion in the relative price levels of two countries must cause a 
corresponding alteration in exchange rates. Any change in ex- 
change rates not due to a changed price level relationship tends 
always to be eliminated because of the countervailing forces 
which it sets up. Purchasing-power parities are a norm toward 
which exchange rates inevitably gravitate, 

The essence of this doctrine, that the exchanges are con- 
trolled by price level relationships, is by no means new. In some 
form or other it was held and expounded by various writers dur- 
ing the controversy over the causes of the depreciated exchange 
prevailing under the régime of the paper pound, 1797-1821." 
Since that time it has frequently been assumed to be true by 
writers who held other doctrines incompatible with it.? Until 
recently, however, the purchasing-power parity theory can 
scarcely be said to have existed at all as an independent, self- 
sufficient explanation of exchange phenomena, and it remained 

*See Jacob Hollander, “Development of the Theory of Money from Adam 
Smith to Ricardo,” Quarterly Journal of Economics, May, 1911; 2lso Norman 
Silberling, “Financial and Monetary Policy of Great Britain during the Napole- 
onic Wars. II,” Quarterly Journal of Economics, May, 1924. 

* See, e.g., J. S. Mill’s exposition in his Principles, 6th ed., chap. xxii. 
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for Professor Gustav Cassel, beginning in 1916, to endow it with . 


a name and systematically to expound it. He has continued to 
champion it energetically, though with increasing modifications, 
down to the present time.* 

Before undertaking a discussion of the various criticisms 
which present themselves in connection with the theory as out- 
lined above it may be advisable to preface a few remarks con- 
cerning the method to be followed. The number of writers who 
have dealt with the purchasing-power parity theory is already 
large, and many of the objections against it appear in the con- 
tributions of several. The present discussion is not an attempt 
to review this critical literature or to evaluate the individual 
contributions, and it makes no claim of comprehensiveness since 
it presents only those criticisms which commend themselves to 
the writer. It likewise makes little claim to originality, as nearly 
all of the arguments presented have appeared repeatedly in the 
literature of the subject. Reference is made to at least one 
source wherever the writer is aware of his indebtedness, without 
implying, however, that his statement of the point or argument 


does justice to the views of the particular author cited. The 
limitations of space prevent exhaustive citations. In any case, 
the fact that the present writer is criticizing in his own words a 
theory stated in his own words makes it unlikely that any cita- 
tion will conform in more than a very general way to the argu- 
ment as presented in the following pages. 


II 


The first group of criticisms which we may consider has to 
do with what may be called, for lack of a better term, defects of 
statistical method. 


*It would be interesting, if space permitted, to trace the evolution of the 
theory, in Professor Cassel’s writings, from a very broad, categorical formula 
similar to the one presented above to the highly modified statement of the matter 
to be found in his most recent discussions. The reader wishing to do so may 
refer to articles by Cassel in the Economic Journal for March, 1916; September, 
1916; December, 1918; December, 1919; March, 1920; also, Annals of the Ameri- 
can Academy, May, 1920; International Financial Conference Documents (Brus- 
sels, 1920), Vol. V, No. 3; Money and Foreign Exchange after 1914, 1923. 
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1. Purchasing-power parities cannot be calculated, as they 
have been in the statement of the theory presented above, by a 
comparison of general price levels in the countries concerned. 
It is normal for different countries to have divergent general 
price levels, even though they are all on a gold standard. Thus, 
before the war, the price level of the United States was higher 
than that of England; that of England, higher than that of Ger- 
many; and that of Germany, higher than that of Italy.* Such 
divergencies may be due to a variety of causes, such as tariffs, 
conditions of international indebtedness, unequal transportation 
charges, or different methods of calculating index numbers, but 
in any case they disprove the naive form of the purchasing- 
power parity theory which declares that the exchange ratio be- 
tween two currencies is normally identical with the ratio be- 
__ tween their domestic purchasing powers. Since it is apparently 
normal for these two ratios to diverge more or less, any expecta- 
tion that exchange rates will conform closely to parities based 
on a ratio between absolute price levels is scarcely warranted.° 

2. So obvious is this criticism that few writers have ven- 
tured to support the naive form of the theory, and the attempt 
has been made to avoid the difficulty by basing calculations of 
purchasing-power parities on the relative deviations of price 
levels from a previous relationship taken as normal. This rela- 
tionship, which is used as a base for subsequent reckoning, is 
one that in normal conditions effects an equilibrium of interna- 
tional payments for the countries concerned, and naturally takes 
into account whatever divergence between gold price levels is 
necessary to maintain the equilibrium of payments. According 
to this method, if two countries which during the basic period 
have gold price levels standing in the proportion 100 : 120 
should make their currencies inconvertible and should later 
show a price level ratio of 100 : 150, their new purchasing-pow- 
er parity would be 4$$+444, or 1.25: 1, instead of 1: 1, as at 

“J. H. Williams, “Foreign Exchange, Prices, and International Trade,” An- 
nals of the American Academy, May, 1920, p. 202. 

* Gustav Cassel, Money and Foreign Exchange after 1914, 1923, Pp. 142. 
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first. The country whose price level remained unchanged should 
find the value of a unit of its currency on the exchange market 
enhanced 25 per cent in relation to a unit of the foreign cur- 
rency. 

This method of calculating parities, while it makes proper 
allowance for the price level divergencies which obtain during 
the basic period, by no means obviates all difficulties. The 
question naturally arises, May not the forces which maintain a 
certain divergence of absolute price levels under the original 
equilibrium condition so alter as time goes on that a different 
ratio of price levels becomes necessary to maintain for each 
country an even balance of payments? If so, may not purchas- 
ing power parities based on the original ratio become deceptive? 
There seems to be no reason why the forces which at any given 
time produce a certain pattern of price level relationships among 
different countries may not so alter as to require another pat- 
tern, even with no departure from the gold standard.° In fact, 
under gold currencies the adjustment to such factors as impor- 
tant or long-continued changes in international trade and in- 
debtedness occurs typically through altered price level relation- 
ships, since exchange rates remain practically constant. Under 
inconvertible currencies the adjustment is free to work itself 
out through altered exchange rates independent of price level 
changes, and in doing so it to that extent vitiates conclusions 
and predictions based on a previous price level-exchange rate 
relationship. It follows that even this improved method of reck- 
oning purchasing-power parities gives accurate results only . 
when the underlying conditions of trade and indebtedness have 
remained unchanged during the interval considered.’ The con- 
sequences of this qualification will be emphasized later on. 

3. Purchasing-power parities calculated from general price 
levels are likely to prove deceptive because of the fact that the 


* For a statistical investigation of the effects of international borrowing in 
altering price level relationships under the gold standard, see Jacob Viner, Cana- 
da’s Balance of International indebtedness, 1900-1913, 1924, pp. 213-27. 

* Cassel, Money and Foreign Exchange after 1914, 1923, pp. 142, 156; 
Keynes Monetary Reform, 1924, p. 106. 
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prices of internationally traded commodities may move differ- 
ently from those of domestic commodities, owing to changes in 
international trade or indebtedness, or to other causes.* Since it 
is only the prices of international commodities which directly 
influence exchange rates, an index number made up by an indis- 
criminate jumbling of all kinds of goods is almost certain to be 
unreliable. The prices of import and export commodities, how- 
ever, are a result of changes in exchange rates as well as a cause 
of changes; hence they cannot be considered an independent 
norm to which exchange rates tend to conform. If we attempt to 
avoid this difficulty by calculating purchasing-power parities 
from the prices of domestic commodities, our results, while they 
may be more truly normative in the long run, are likely to prove 
of little or no value in short-run calculations.’ Whenever price 
indexes of domestic and international commodities have diverged 
from a previous relationship, purchasing-power parities based 
on the former are of value only to the extent to which that rela- 
tionship is restored by an adjustment of the prices of interna- 
tional commodities. 

4. It is obvious that even if we follow the usual practice of 
reckoning parities from indexes of general prices, much depends 
upon the particular indexes chosen for comparison. In 1920 
American prices as calculated by Bradstreet had risen relative 
to 1913 by 25 per cent more than indicated by the Bureau of 
Labor index. A smaller discrepancy obtained at the same time 
between the English indexes published by the Board of Trade 
and by the Statist.° Some indexes are heavily weighted with 
export and import commodities, others only slightly, a fact 
which may be of great significance when the normal relation- 

*For a theoretical treatment of this subject, see F. W. Taussig, “Foreign 
Trade and Depreciated Paper,” Quarterly Journal of Economics, May, 1917. An 
inductive statistical verification of Taussig’s conclusions drawn from the Ameri- 
can situation under the greenback standard may be found in an article by F. D. 
Graham, “International Trade under Depreciated Paper,” Quarterly Journal of 
Economics, February, 1922, pp. 249 ff. 

* J. W. Angell, “International Trade under Inconvertible Paper,” Quarterly 
Journal of Economics, May, 1922, p. 363. 

* A.C. Pigou, “The Foreign Exchanges,” Quarterly Journal of Economics, 
November, 1922, p. 68. 
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ship between the prices of domestic and international commodi- 
ties has been disturbed. Obviously, very different results may 
follow different combinations of index numbers. 

5. Many items entering into the balance of payments, and 
thus influencing exchange rates, are affected very slightly if at 
all by changes in commodity price levels. Such are the settle- 
ment of debit and credit obligations contracted in the past, pay- 
ment of indemnities, transactions in securities, immigrant re- 
mittances, insurance and banking transactions, and, to a lesser 
degree, tourist expenditures. The cumulative effect of these 
items may be to drive the exchange rate in a direction the re- 
verse of that indicated by movements of commodity price 
levels.** 

6. Statistical correlations between calculated purchasing- 
power parities and actual exchange rates prove nothing as to the 
causal relationship between them. If they corroborate the pur- 
chasing-power parity theory, they corroborate equally well the 
opposite doctrine which treats internal prices primarily as a re- 
sult, rather than a cause, of exchange variations.’** However 
valuable the statistics may be, they are indecisive unless taken 
in conjunction with theorizing independently valid. 


III 


We pass from these questions of statistical method to an- 
other phase of the general problem, that of the causes of devia- 
tions of actual exchange rates from the theoretical rates based 
on purchasing-power parities and the significance of such devia- 
tions. From the foregoing discussion it is apparent that a good 
deal of the disparity between actual and theoretical rates may 
arise from statistical defects; indeed, in the final analysis all of 
it may be so accounted for. It should be possible, by a suitable 
method of deriving purchasing-power parities, to eliminate de- 
viations, yet it may be questioned whether that would not at the 
same time eliminate the purchasing-power parity theory as ordi- 
narily stated. 

“ The writer is indebted for this criticism to Professor Jacob Viner. 


J. W. Angell, “Monetary Theory and Monetary Policy,” Quarterly Jour- 
nal of Economics, February, 1925. 
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It is the fundamental proposition of that theory that ex- 
change rates are a function of price level relationships. Few 
would deny that the relationship of price levels is, in the long 
run at least, of great significance in determining exchange rates 
under inconvertible currencies, and that changes in relative 
price levels, unless counteracted by other influences, are likely 
to be reflected in the exchanges. Yet to treat exchange rates as a 
function of price level relationships alone is to ignore the funda- 
mental fact that exchange rates must equalize for each country 
the debits and credits arising from all international transactions, 
and that the volume of these debits and credits depends not 
merely on prices but on the quantities bought and sold. It is 
absurd to argue that the quantities of commodities bought and 
sold cannot vary unless price levels vary, and there is even less 
justification for the contention that international payments aris- 
ing from loans, indemnities, and the like cannot move inde- 
pendently of commodity prices. 

Can such disturbances as the granting of new loans to for- 
eign countries, the payment of indemnities, an increase of im- 
ports, and the like, depress the exchanges apart from price level 
changes? If they cannot it is because they automatically create, 
at an unaltered rate of exchange, an adequate amount of coun- 
tervailing credits. If they can it is because these credits are 
forthcoming only at a lowered exchange rate. The former possi- 
bility is opposed both to theory and to experience,”** and if the 
latter be true it means that such factors do, and necessarily 
must, depress the exchanges so far as their influence goes and 
for so long as it continues.** 

It is unnecessary to consider individually other influences 
capable of producing deviations of actual exchange rates from 
purchasing-power parities, such as changes in tariffs,’* in trans- 

* See, e.g., J. H. Williams, Argentine International Trade under Inconverti- 


ble Paper Money, 1880-1900, p. 112; F. D. Graham, “International Trade under 
Depreciated Paper,” Quarterly Journal of Economics, February, 1922, pp. 235 ff. 


“J. M. Keynes, Monetary Reform, 1924, pp. 106 ff. 


** Gustav Cassel, “Abnormal Deviations in International Exchanges,” Eco- 
nomic Journal, December, 1918, p. 413. 
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port charges,** exchange speculation,” etc., since they raise no 
new principle, and we may proceed to draw a few general con- 
clusions. The function of an exchange rate is always and every- 
where the same: to keep in continual balance the volume of a 
country’s immediate debit and credit obligations, from whatever 
source arising. Any rate is as normal as the situation in which it 
prevails is permanent, and any relationship between exchange 
rates and price levels is as normal as it is permanent. It follows 
that any inference drawn from a previous price level-exchange 
rate relationship, as to what the future relationship will be, is 
valid only to the extent that it is supported by evidence that the 
underlying conditions of trade and indebtedness are going to 
return to their previous equilibrium. Thus the proposition that 
exchange rates should conform to purchasing-power parities 
calculated from a previous equilibrium condition becomes virtu- 
ally the proposition that the future equation of exchange should _ 
conform to a past equation of exchange. Unless the existence of 
deviations in exchange rates from the theoretical expectations 
can be accepted as evidence that the present condition of trade 
and indebtedness is due to revert to a former condition, it is diffi- 
cult to see the value of the theory in forecasting exchange rates. 
It becomes merely the innocuous declaration that if everything 
else remains unchanged price level relationships determine the 
exchanges. 

We have indicated that a suitable method of deriving pur- 
chasing-power parities might eliminate deviations, but at the 
cost of destroying any value the parities might have. If, instead 
of basing our calculations on a previous equation of exchange 
gone never to return, we adopt the method of continuously cor- 
recting our parities by the present conditions of trade and in- 
debtedness, we can secure an absolute conformity of parities to 
actual exchange rates. But this involves deriving parities from 
exchange rates themselves, since it is only in this way that we 

* A. C. Pigou, “Some Problems of Foreign Exchange,” Economic Journal, 
December, 1920, p. 463. 

J. H. Williams, America and World Finance, p. 6. 
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can make a correction for changed conditions. Deviations of 
actual exchange rates from parities based on a previous equation 
of exchange afford the best measure of subsequent alterations in 
conditions, but a correction of the parities to remove the devia- 
tion deprives them of any normative character or predictive 
value.** In other words, if we take into account all the changes 
that have occurred since the basic period, both in price levels 
and in conditions of trade and indebtedness, we must invariably 
get purchasing-power parities which are identical with the actual 
exchange rates. If, on the other hand, we allow only for changes 
in price levels we get parities from which actual rates diverge. 
We must take our choice. The first method is of no value what- 
ever, since it merely returns by laborious calculation the actual 
exchange rate. The second may be of value if it enables us to 
forecast future exchange rates from existing deviations from 
purchasing-power parity. To what extent is this the case? 


IV 


Before attempting to answer this question it may be well to 
challenge one of the fundamental assumptions of the purchas- 
ing-power parity theory, namely, that while the movement of 
price levels controls the exchanges the movement of the ex- 
changes has no power to alter price levels. If the causation runs 
in one direction only, it is legitimate to suppose that in the case 
of deviations the exchanges will eventually be corrected, in so 
far as they are corrected, by the price levels, but if causation 
runs both ways, and if exchange movements can alter price lev- 
els, then it is by no means certain how the correction will occur, 
and predictions of the future of exchange rates become corre- 
spondingly doubtful. 

The ability of exchange movements to alter price levels de- 
pends upon circumstances. Variations in the exchanges react 
directly on the prices of international commodities, and indi- 
rectly on domestic commodity prices. These adjustments in turn 
react on the exchanges. It may happen that a decline in the rate 
resulting from the necessity of meeting a heavy gold indemnity 


* J. W. Angell, “Monetary Theory and Monetary Policy,” Quarterly Jour- 
nal of Economics, February, 1925, p. 274. 
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or other obligations abroad may compel a country on a paper 
currency to resort to further inflation to meet the increased bur- 
den imposed by the lowered exchange, or to tax its citizens so 
heavily that they are compelled to borrow from banks, thus in- 
creasing the circulation and enhancing prices. In such a case it 
is as correct to say that price levels follow the exchanges as to 
assert the contrary, and to predict from an exchange rate below 
purchasing-power parity that prices will rise rather than that 
exchanges will rise. The entire situation may present such an 
intricate network of interactions that it is impossible to begin 
the causal sequence in one place and end it in another. It does 
not follow, from a parallel movement of price parities and the 
exchanges, that either necessarily controls the other. Each may 
control the other according to circumstances.*® However, while 
inflation within a country may be dominated by the exchanges, 
it is much more likely that inflation will be a result of the inabil- 
ity of the government otherwise to meet its internal obligations. 

With the foregoing in mind, what can be said as to the sig- 
nificance of deviations for the prediction of future trends in ex- 
change rates? Obviously, the prophet must reckon with two 
problems: First, to what extent have changes in international 
trade and indebtedness rendered the deviation permanent? Sec- 
ond, if the deviation is destined to be eliminated, to what extent 
will this be accomplished by an adjustment of prices to ex- 
changes? The mere existence of deviations answers neither of 
these questions. The deviations themselves constitute a prob- 
lem, not a solution. If they are so wide as to make it unlikely 
that the conditions provoking them can be permanent, there 
is a strong presumption that exchanges and calculated parities 
will move toward each other. If the situation makes it likely 
that the adjustment will be effected by a movement of exchanges 
toward existing price parities, there is that much basis for pre- 
diction. If, on the contrary, deviations are slight or moderate, 
little basis for prophecy exists in the mere deviations them- 
selves; they may be due to changes in the conditions of indebted- 


* See a review' by J. W. Angell of B. Nogaro’s “La monnaie” and Charles 
Rist’s “La déflation en pratique,” in the Quarterly Journal of Economics, Febru- 
ary, 1925, pp. 270 ff. 
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ness and trade sufficiently permanent to establish a new normal 
exchange rate-price level relationship. 

The fact is that purchasing-power parities indicate only 
what exchange rates should be in the absence of any disturbing 
elements other than price level changes. Where price level 
movements are the preponderant influence in the situation, as 
they were in many cases during the war, a fairly general corre- 
spondence prevails between actual and theoretical exchange 
rates, though even here wide deviations remain to be accounted 
for.*° It is these that the theory cannot account for. They prove 
its inadequacy. They deprive it of any claim to being a com- 
plete theory of exchanges. Yet they do not render purchasing- 
power parities valueless. The discovery of deviations of ex- 
changes from parities establishes a presumption that there are 
operating such factors as changes in trade and indebtedness, 
speculation in exchange, restrictions of trade, and the like, which 
must be separately considered and evaluated. Purchasing-power 
parities may or may not be “normative” in the long run, depend- 
ing on the causes of deviations and the method of correction; 
they are certainly unreliable for short-time calculations, and in 
all cases should be employed with caution. In any event the sta- 
tistical difficulties in deriving the parities themselves prevent 
anything more than a very rough approach to precision. 

In conclusion, there is no single formula capable of account- 
ing for the phenomena of exchange rates in all the complexity 
and variety of actual economic life. A satisfactory theory of 
the exchanges must include every important element in the 
problem. This the purchasing-power parity doctrine fails to do. 
As a self-sufficient and independent explanation of exchange 
phenomena it is scarcely entitled to serious consideration. It 
must be reduced from the réle of an independent theory to that 
of a component element in a comprehensive synthesis, where it 


has a proper and permanent place. G. W. TERBORGH 


Ouro State UNIVERSITY 

* For statistics on actual and theoretical exchange rates during and since the 
war, the reader may consult the report of the United States Tariff Commission on 
Depreciated Exchange and International Trade, 1922, Appendix A; see also J. M. 
Keynes, Monetary Reform, 1924, pp. 112-16. 
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Business men know accurately the concrete facts of their 
own operations, but know only at second hand, if at all, the facts 
of others’ operations. Moreover, not many of them have time or 
training to apply accepted economic principles to business facts, 
to interpret their meaning, or themselves create the instrumen- 
talities for establishing the tendencies common to many indus- 
tries. Nevertheless, they are directly affected in their daily deci- 
sions by these general tendencies of a technical, financial, and in- 
ternational character. 

Fortunately, economic science has established incontestable 
marks of the change of industry from depression to prosperity as 
well as from prosperity to depression. By these marks, as guides, 
it is perfectly possible for men of affairs to locate the place where 
industry happens to be at any time, whether in the upward or 
downward movement. As to our position today, it is clear that 
out of the period of depression which marked the years of 1920- 
21 we worked through a time of liquidation into the exceptional 
activity of 1923; and, although chilled by more or less reaction 
in 1924, the upward movement was resumed in 1925. In order to 
see what is directly before us it is worth while to examine why 
industry has been, and is now, on the upward grade. 

It has been only a short time since producers were burdened 
with heavy obligations, incurred in a time of high prices and ex- 
panded credit. To pay off debts when prices had fallen, credit 
difficult to get, buyers few, profits low, seemed impossible. Yet 
we pulled through. How was it done? In the first place, the 
banks of the country aided their clients, not only with loans, but 
by funding their debts. The market is still carrying bonds bearing 
high rates of interest reminiscent of days of pressure and reor- 
ganization. Thus, given time—which is the function of credit 
—industry was able to keep at work, and rose out of depression 
by production of goods. At first blush that seems incredible, 
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when purchasing power was supposed to be so weak. Neverthe- 
less one industry, in this case the building trades, showed a de- 
mand based on necessity arising from shortage during the war. 
This demand could come from no other source than the posses- 
sion or control of salable goods. Food, clothing, and shelter are 
necessaries, and must be had. Production in these basic indus- 
tries must go on even during depression. Unproductive expendi- 
ture would be stopped, if necessary, and directed toward these 
basic needs. The control of salable goods, or evidences of their 
ownership, is purchasing-power, since they can be exchanged for 
money or used as the basis of credit. Money and credit serve 
only to enable those having purchasing-power to direct it flexibly 
in any way dictated by their desires. Money and credit are not 
the initial causes of buying power. It is not the quantity of mon- 
ey, or the extent of credit, that is of first importance, but the vol- 
ume of salable goods; for money or credit follow from the ex- 
change of such goods. Thus, in the recovery from depression, 
one industry, the building trades, first felt the concentration on 
it of purchasing power, and expanded. This extended to its sub- 
sidiary industries, such as cement, stone, brick, lime, lumber, 
and structural steel. From these the stimulus was conveyed to 
other industries. Employment expanded, more purchasing pow- 
er showed itself through the results of increasing production, and 
thus activity permeated more and more of the industrial organ- 
ism. The medium of exchange increased with the increase of 
production and as a consequence of it. We can see from the ac- 
companying chart of “Building, 1919-25” what the ladder was 
by which the country climbed out of the pit of depression. 

What is the essence of the process of recuperation and con- 
tinued prosperity? Simply the proper adjustment in quality and 
quantity of one producer’s goods to those of others; and, vice 
versa, of the latter to those of the former. If a farmer has wheat 
wanted by the maker of chairs, and if the chairs are wanted by 
the farmer, then there is purchasing-power on both sides. Pro- 
duction is the basis of demand. Just in proportion as salable 
goods (i. e., goods effectively wanted by others) are produced, is 
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there present a demand on both sides of the exchange to corre- 
spond with the reciprocal supply. Apply this simple truth to the 
complicated production and exchange of the present multiplicity 
of goods and it is easy to see where demand comes from. It fol- 
lows from reciprocal supply in any well-adjusted production. It 
is not merely because employment increases and workingmen 
have more to spend that the demand for goods rises, but because 
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of all new and salable goods, no matter in whose hands, whether 
of employees or employers. Sometimes, of course, producers 
are led to invest unwisely and create facilities for production 
far beyond the wants of others, as in the case of bituminous 
coal (where work in all the mines for 300 days would yield more 
than the country’s wants). Sometimes, also, overtrading due to 
an excess of confidence in the possibilities of selling goods goes 
beyond the wants of others, shows itself in special overproduc- 
tion, an inflation of credit, and ultimately brings on disaster to 
those whose inventories become unsalable. If their goods are un- 
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salable they cannot get money nor obtain the credit to meet their 
obligations. In fact, the main function of the industrialist, be- 
sides watching costs, is to see that his production is duly adjust- 
ed to wants. Starting the presses to work printing paper money 
does not increase the volume of salable goods in a well-adjusted 
production, by which alone does purchasing-power emerge. 

The extraordinary progress of the building trades since the 
war was, however, only a part of the general movement of indus- 
try toward recovery. The Federal Reserve Bulletin provides us 
with a chart showing this general progress of industrial activity 
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from 1919 to 1925. The recovery to 1923 was followed by a set- 
back in 1924. In 1925 the upward progress was resumed. 

That we are today unmistakably on the upward grade of in- 
creasing business there can be no doubt. All the indications of 
trade are pointing in that direction. The marks of the present 
stage can be seen by anyone: (1) little or no speculation in car- 
rying goods for a rise; low inventories (but with some signs of an 
increase); (2) low rates of interest; (3) fair, average harvests; 
(4) production in some cases nearing capacity; (5) the greatest 
number of railway cars loaded in our history; (6) an enormous 
increase in bank clearings, which go with increasing production 
and greater exchanges of goods; (7) the grant of lower taxes; 
(8) the funding of European debts due us; (9) and increasing 
economic activity and purchasing-power in Europe. 
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The important question of the moment, however, is whether 
the rise which has already taken place has carried us to the top 
of the hill, beyond which there is coming a decline to another de- 
pression, or whether from this height we are going (of course 
with some ups and downs) onward to still higher levels of busi- 
ness activity. The answer to this inquiry is to be found in the 
possibility of increasing well-adjusted production; of producing 
goods in proportion to reciprocal wants. It is well understood 
that there is no limit to human wants; the only limit is the power 
to produce satisfactions for these wants. Hence, an increased ca- 
pacity of production in any and all industries adds to purchas- 
ing-power so long as it is well adjusted to relative wants; so long 
as it is not unduly expanded by error or foolish speculation in in- 
dividual commodities. So long as this is true there never will be 
any lack of a medium of exchange, whether in the form of money 
or credit. Goods will exchange under competitive conditions at 
prices mainly determined by costs, and not by the volume of 
money and credit in circulation. An increase of well-adjusted 
production brings its own demand with it. As to the future, there 
is no evidence as yet from any part of the country of extended 
forward-buying, of carrying goods for a rise, of unduly enlarged 
inventories, or of speculation in commodities. On this matter we 
may rest assured that at present there is, with some obvious ex- 
ceptions, well-adjusted production; and that so long as business 
continues on this sound basis there is before us steady and in- 
creasing prosperity. Therefore, from the present level of indus- 
trial development, there is no need of looking soon for a descent 
to lower levels. 

Nevertheless it is the duty of men of affairs to be constantly 
on the watch to see if any weakening influence is at work to de- 
stroy the soundness of existing conditions. Many men, no doubt, 
have been troubled by the recent excited speculation in Wall 
Street. Assuming the function of the stock market to be the dis- 
counting of the future of business, it may have been thought that 
the late decline in prices of securities was a far-sighted indication 
of a coming slump in industry. There are, however, some foolish 
preconceptions about the stock market of which we should first 
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be disabused. A market for securities, of course, is just as essen- 
tial to the convenience and efficiency of business as a market for 
wheat or any other commodity. But the relation of earnings to 
the selling price of securities is not always clear to those on the 
outside. There is at any time a current rate of return. The price 
of a security will vary by the difference between its return and 
the current rate, and by the certainty and duration of its return. 
On a sound bond, running for a long term, the annual rate is low. 
As risk increases, the rate rises. The price of a bond varies with 
its return as compared with current rates of interest. The longer 
it pays a rate higher than the current rate, for equal security, 
the higher it sells. As to stocks, their selling price varies not only 
with the earnings and the prospect of dividends, but with the 
policy of the management in plowing in some of the earnings, or 
building up a surplus. A small change in the dividend produces 
a very large change in the price of the stock. This is a strong 
reason why the careful investor needs to have, at the earliest pos- 
sible moment, trustworthy figures as to the earnings of each in- 
dustry and the tendencies at work affecting the returns to im- 
portant companies. Hence, also, the avidity of the stock specu- 
lator to get the earliest information of coming earnings or of 
changes in the dividends. This is the reason for “inside” tips, 
rumors, or false reports, to influence quotations. In such fash- 
ion, trading may be built up which, at the moment, is quite inde- 
pendent of the actual state of industry and depends upon the 
gullibility of innocent buyers. Nevertheless, in spite of all the 
tricks for deceiving greenhorns, the general level of stock prices 
cannot be long held independent of the basic operations of indus- 
try. The present higher levei of the prices of securities than in 
previous periods reflects the higher returns of industry, and not 
the inflation of credit. But the churning over of a vast number of 
shares of stocks by professional speculators on borrowed money 
in order to catch the unwary public has no relation to the basic 
conditions of industry. Hence the recent decline of prices on the 
stock exchange means nothing as regards the fundamental opera- 
tions of trade and commerce. It indicates only the close of an 
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overdone speculation carried beyond the limits of good judg- 
ment. The general progress of industry will go on its way, no 
more disturbed by this speculative byplay than a balance-wheel 
is disturbed by the fly which has alighted on it. 

And yet there are those who are bothered by the use of credit 
in the stock market, and its influence on the legitimate opera- 
tions of business. This concern of mind is connected with the 
possibility of inflation due to the accumulation in this country of 
an enormous gold supply. It is based, moreover, on the wrong 
supposition that an increase of the money supply leads to an in- 
evitable increase of credit, and that an increase of credit causes 
a necessary increase of prices. This opinion is held in such high 
quarters that it should be given serious consideration. By those 
who hold it it is admitted that our level of prices, in spite of the 
vast sums of gold held in this country and in spite of the low 
stock of gold in Great Britain, is now no farther above the level 
of 1913 than that of Great Britain. It is also known that at the 
very time when gold was pouring into this country our prices 
were falling. Such facts should at least suggest that there are so 
many factors influencing the level of prices, other than the quan- 
tity of money and credit, that large gold reserves do not neces- 
sarily go with high prices. Moreover, to the practical business 
man it is apparent every day that prices are more directly and 
immediately affected by costs, where competition is active, than 
by any other factor of his experience. In other words, he finds 
that questions of supply have as much or more influence on price 
than matters of demand. He notices that lowered costs are a 
cause of lower prices; while higher costs, e. g., higher taxes, raise 
prices. This result is unmistakable, irrespective of the supply of 
money or credit. Then he reflects that it is a faulty theory of 
prices which fixes prices solely by demand and not at all by the 
cost at which the supply can be brought to market. In addition, 
he notices that the gold supply takes effect only in the form of re- 
serves in banks that grant credit; that the true function of re- 
serves is to test the solvency of any transaction by calling for 
payment in order to see if goods sold really lie behind the loan, 
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thus preventing inflation, which is the granting of credit to an 
amount beyond the value of the goods at the base of the transac- 
tion. Still further, he knows by experience that anyone who has 
salable goods has never had any difficulty whatever in obtaining 
a medium of exchange (whether it be checks on a deposit ac- 
count arising from a discount of commercial paper, or a bill, or 
an acceptance) as a consequence of a sale. The very sale is the 
cause of the creation of forms of credit. When he has sold wheat 
or copper he knows that the draft for the proceeds can be dis- 
counted anywhere, since it is the best short-time paper known. 
That is, legitimate credit follows, it does not precede, the trans- 
fer of goods. The volume of credit rises with the volume of trans- 
actions, and the figures rise with a rise of prices. The increase of 
the loan item and the consequent increased sum of deposits in 
banks follow the increase in the production and exchange of 
goods. It is a travesty on banking to assume that solely because 
a bank has large reserves it will increase its loans without regard 
to their liquidity. It would be equally intelligent to assume that 
on an ocean liner, because death would follow jumping over- 
board, suicide would be the usual thing. Some persons may occa- 
sionally commit suicide in this way, and some banker may lend 
without regard to keeping solvent, but no one would be war- 
ranted in building a philosophy of business and prices on such 
reasoning. 

There usually goes with this mistaken reasoning the idea 
that there is a volume of money and credit, standing out by it- 
self, which makes up the demand of the country for goods, which 
must necessarily be offered for goods or services or lands, and 
which is the force that regulates the level of prices. For instance, 
today it is explained that the reason why prices of commodities 
are not higher (as might be expected from the vast gold supply) 
is that this swelling volume of money and credit has poured into 
the stock market (or into Florida speculation) like a freshet 
through a crevasse in a Mississippi levée, and thus removed the 
pressure elsewhere; that, if there had not been this speculation 
in stocks, the heavy volume of money and credit hanging over 
business would have necessarily raised the general level of prices 
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of goods in general. Such, also, is the mistaken theorizing of J. 
M. Keynes, McKenna, and Cassel in Europe. 

How far wrong this thinking is may be seen from the pre- 
vious exposition of the way in which the level of prices of securi- 
ties is shown to be determined by earnings and by the basic con- 
ditions of productive industries, and not by the volume of money 
and credit. Moreover, it is quite as impossible to assume that a 
common cause, like an increase of money and credit, could raise 
the prices of goods uniformly. This is the fallacy of supposing 
that prices are fixed solely by the offer of a supposed demand, in- 
dependently of the costs at which the supply is brought to mar- 
ket. For instance, the prices of steel and anthracite today are 
not fixed by the volume of money and credit in this country, but 
mainly by expenses of production (wages, materials, efficiency 
of management, etc.). The moment this visionary reasoning is 
put to the test of practical business fact its validity is destroyed. 
The farmer has also been told, wrongly, that the prices of his 
products can be manipulated by some outside force like a con- 
scious increase of credit, perhaps by the Federal Reserve banks, 
or the land banks. This is a doctrine similar to, and as old as, the 
stuff of Bryan’s silver campaigns. Anyone who has examined the 
movement of prices of groups of goods knows that agricultural 
prices have moved very differently from those of other groups 
and differently from the general movement. 

When it comes to forecasting the future of business, the 
methods adopted sometimes smack of the habits of ancient 
soothsayers. There is assumed a sacerdotal air of having some 
charm or amulet, like that of a medicine man, by which power 
over the future can be exercised. It may be some mechanical, 
statistical device which is absolutely convincing to the inventor 
but which the man in the street cannot understand and whose er- 
ror he cannot point out. He accepts it because it is imposed on 
him with authority. In other cases he is a slave to some shibbo- 
leth of the stock market which he accepts so long as he wins. 
Also, there have been so many important new factors introduced 
into the situation since the world-war that comparisons with the 
pre-war period are of little value. Moreover, there can be no safe 
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forecasting of the future of business by the use of some nostrum 
supposed to act on business as a whole. The whole of business is 
made up of many parts. This is a very practical world. There 
will be ups and downs in separate industries. It will be very easy 
to forecast the course of industry, as at the present day, so long 
as the evidences of prosperity are numerous. But how can we 
know when trouble is brewing? 

In the previous exposition it was the purpose to show the 
ways by which prosperity was developed, and why it continued. 
The analysis made us believe that it depended on well-adjusted, 
cautious production; and this was something which could be ob- 
served only in individual industries. Consequently, the indica- 
tions of danger to business ought to be looked for in the condi- 
tions of special industries. Just as soon as we find in any one the 
signs that goods are not being produced in the degree desired by 
consumers, if there are signs of speculation in commodities, there 
is danger. That is, the beginning of unsoundness, through over- 
trading, must be searched for in the facts of individual indus- 
tries. Such forecasting can be made possible by honest investiga- 
tion. It requires that the investigator must acquaint himself with 
the intimate, practical operations of separate industries, and be 
competent to interpret the facts he finds. Some kind of warning 
can be supplied before disaster goes far. For instance, it is possi- 
ble even now that building is approaching a pause, and also that 
intermediate credit banks should be warily watched. Then, in 
addition, when production in any case goes wrong it follows that 
the assets of commercial banks dependent on goods passing from 
producer to consumer may become dubious. Thus the distemper 
goes throughout the financial, as well as the industrial, system. 
One rotten apple in a barrel will infect the whole, if not removed. 
Hence one business man cannot afford to neglect the conditions 
in other businesses, since his own may be impaired by the acts of 
others. He needs to have all the information he can get about the 
inner conditions of business, national and international. 


J. LAURENCE LAUGHLIN 
Wasurncton, D.C. 




















THE PLACE OF ECONOMICS IN THE CURRICULUM 
OF A SCHOOL OF BUSINESS 


What is the place of economics in the curriculum of a school of 
business? In terms of prevailing practice the answer is a varying one. 
There seems to be general agreement, often perfunctory, that econom- 
ics should have a place in our educational scheme. The four-year type 
of school usually attempts to meet its obligation in this relation by 
providing a general required course in the first or second year. The 
two-year type of school usually assumes that its entrants have had an 
introductory course in one of their two pre-professional years, and the 
graduate and near-graduate types of school make an equivalent as- 
sumption. The introductory course in question is commonly based on 
the conventional textbook—Ely, Taussig, Seager, or some other of 
their kind. The results are unfortunately formalistic, not vital, so far 
as information and point of view are concerned, even in the most suc- 
cessful instances of student attainment; and in most instances residual 
effects are negligible. This failure may be due in part to inherent in- 
adequacies of current textbook treatments of economics; but I suspect 
it is attributable less to such shortcomings than to deficiencies of 
background and to immaturity of mental outlook on the part of stu- 
dents. Our educational scheme has put the cart before the horse. We 
have attempted to build up a body of sweeping abstractions in the 
minds of students, interesting enough as reflecting a stage in the devel- 
opment of economic thought, but vitally related neither to current eco- 
nomic or business life nor to the needs of students who have still to 
acquire those facts and experiences which must form the raw material 
of effective generalization. The academic college is struggling with 
this problem; but we shall have to solve it on our own account unless 
we are satisfied to divorce our offering from partnership with social 
studies and to regard our educational scheme merely as preparation for 
those private acquisitive employments which form the main body of 
interest and activity on the part of business men. 

In a number of instances attempts to meet this situation have 
been made by the formulation of courses in Business Economics. The 
term, although somewhat anomalous, suggests either a treatment of 
economics from a business angle, or a consideration of business activ- 
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ity from an economic angle. And surely, some formulation of material 
under the head of Business Economics is permissible, if it be allow- 
able to coin such variants as Home Economics, Social Economics, En- 
gineering Economics, Legal Economics, and others of their kind. 
Judged by current usage, Business Economics is the chameleon speci- 
men in our zodlogical garden. It appears at least in the following 
guises: as an attenuated summarizer of the business curriculum; as a 
catch-all for left-overs from other courses in the curriculum; as a mass 
of descriptive economic data divorced from theoretical interpretation; 
as a consideration of the policies of private business enterprises affect- 
ing adjustments to fluctuating general business conditions; as a series 
of considerations bearing on the relations of private enterprise to pub- 
lic control; or as a variety of intermixtures of these varying modes. 

The situation depicted in this hasty commentary is baffling in its 
complexity. It may be foolhardy to attempt to extract from prevailing 
practices any common or contrasting views, and I shall attempt to do 
so only incidentally. Indeed, so far as educational values are con- 
cerned, little or much may attach to a course in Business Economics. 
Conceived as a mass of descriptive data in slightly sublimated form, it 
may have little result, either positive or negative, other than waste of 
time. Conceived in analytical and philosophical spirit, and given at 
the end of the general course of study, a course in Business Economics 
may well serve to integrate and focus what has been learned in earlier 
years. But the value of analytical and philosophical courses is pecu- 
liarly dependent upon the capacity of the instructor who gives them. 
They may make for clarity or for confusion. They have a place ina 
well-rounded plan of business education, but that place is a subordi- 
nate one. The essential thing is that every business course shall have 
its analytical and philosophical phases, and that these shall be perme- 
ated with economic influence. Every business course in its pervading 
purpose should be a course in business economics. This aim will be 
realized to the extent that our courses really interpret experience and 
measure the results of practice in terms of standards of economic 
achievement. 

As a matter of recent history it may be observed that our schools 
of business are proliferations of departments of economics. Our teach- 
ers have been mainly young men who have started out as incipient or 
would-be economists, whose interests for one reason or another have 
been directed to the teaching of business. But I can already see indi- 
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cations that this old order of things is passing. The demand for teach- 
ers of business subjects has mounted so rapidly that prospective teach- 
ers of business are more and more focusing their preparatory efforts 
on the primary stuff of which business curricula are made, and less and 
less on the more general matter which has developed in schools and 
departments of economics. Courses in the theory of economics are still 
being taken by those who plan to become teachers of business, but 
with waning interest, and too often with merely perfunctory concession 
to formal degree-getting requirements. Then, too, the demands of 
adequate specialization in particular fields of business, and the multi- 
plication of practical contacts with business—all essential and whole- 
some in and of themselves—are contributing to the same result. Fur- 
thermore, we are increasingly recruiting our staffs directly from the 
personnel of business itself, as occasional business men develop inter- 
est in education and find satisfaction in a teaching career. All in all, I 
suspect it will not be long in many of our universities before there will 
be a sharp line of division between faculties of business and faculties 
of economics, with equally distinct spheres of interest and of educa- 
tional emphasis; and in smaller institutions the result is not unlikely 
to be the old story of the lion and the lamb, with the old economics 
department playing the part of the lamb. 

As one of the old-time, would-be-economist type of person, I may 
seem to be unduly apprehensive of probabilities which many of you 
would be loath to recognize or admit. But in any case it is hard to 
escape the conclusion that a choice must be made between that type of 
curriculum, of teaching approach and goal, which emphasizes the pub- 
lic or social setting and purpose of business activity, and that which 
casually accepts as an underlying tenet the pecuniary motivation of 
business enterprise and then proceeds to uncritical elaboration of de- 
tails of private practice and policy. I have no thought of setting up a 
contrast between iconoclastics and apologetics in philosophizing about 
business. For our purposes such a contrast would be purposeless and 
its consideration, time-wasting. I mean rather to suggest that we are 
treading ground which marks the dividing line between a trade school 
and a professional school, and that the effective, permeating influence 
of economics in a school of business is the sine qua non of a “profes- 
sional” school of business. 

I have encountered two extremes of attitude toward relations be- 
tween schools of business and departments of economics. One is 
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based on the view which stresses the profit-making objective of busi- 
ness and the resulting desirability of concentrating educational effort 
toward this end. The other disparages this emphasis and urges the im- 
portance of saving economics from the insidious encroachment of pri- 
vate-pecuniary upon social-welfare ideals. With true Hegelian per- 
verseness this antithesis of ideals becomes a practical synthesis in 
action. The proponent of the first view would confine economics to its 
own little compartment in the university structure, in order to hold 
the school of business to the primary task of training for business 
vocations. The advocate of the opposing view would keep economics 
largely in its own particular bailiwick, not to save business from eco- 
nomics, but to save economics from business. Many of us disagree 
both with the preconceptions and with the practical ends reflected in 
these extremes of attitude. In my own view, economics, wherever else 
it may or may not belong, does belong in the school of business. Both 
business and economics need to be saved from themselves. Without 
the presence of economics in some vital form, the work of a school of 
business is likely to degenerate into detail description of business or- 
ganization and procedure, with no organizing principle other than the 
possible one of search for effective competitive devices, and with no 
clear vision of the social goal of business activity. And economics, di- 
vorced from business, is too likely to spend itself either in closet phi- 
losophizing by traditional modes, altogether too little affected with a 
present interest, or in fortifying predilections regarding public policy 
with broadly garnered data too remote from the intimate, work-a-day 
world of fresh experience to yield much more than a crop of articles, 
books, and book reviews. If schools of business realize their opportu- 
nities, the economic theory of the future will grow out of their re- 
searches and will be formulated by their teachers. The joining of 
socially motivated thinking with a knowledge of concrete, shifting 
reality, such as can be effected in a school of business, may well escape 
the puttering of the strict vocationalist on the one hand, and the fu- 
tility of the closet philosopher on the other. The foundations of wise 
business policy can be laid in this as in no other way. 

There is much to be learned in these relations from a survey of the 
evolution of professional education in other fields than ours. All pro- 
fessional schools seem to have been founded on recognition of need for 
organized educational provision as a substitute for earlier exclusive re- 
liance on apprenticeship arrangements. In the main, the early schools 
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were isolated from other educational institutions, were under proprie- 
tary or commercial control, and were colored or dominated by pecuni- 
ary considerations. In the United States the association of professional 
schools with universities is comparatively recent. Education for the 
law has longest been under university control. Engineering education 
did not become a university enterprise until after the Civil War period. 
Medical education was proprietary in character until well within thirty 
years of our time. The early medical departments of universities were 
only nominally existent until about 1890. After this date the great 
universities gradually accorded medical education a place of prime im- 
portance. Pharmacy has had university support and interest for about 
thirty years; education for only twenty-five years; and dentistry for a 
still shorter period, with proprietary competition still vigorous. Jour- 
nalism, architecture, social work, and business are still more youthful 
newcomers. 

It is interesting to note what to me is the most striking change of 
emphasis in the transition from the proprietary-vocational quality of 
the early schools to the university-professional quality of the better 
schools of our day. It is the focusing of educational aims upon social 
as distinguished from private ends in the education of practitioners. 
The art of healing is still a beneficent art; but the newer emphasis is 
on public health, and the dominant interest of the medical profession 
is in advancing knowledge of hygiene and in promoting conditions 
which once attained would eliminate the job of the practitioner. The 
same trend of group purpose may be noted in the younger profession 
of dentistry, where public school dental clinics and related provision 
reveal the new preventive emphasis. Engineering education, which 
has shown signs of becoming more and more technically descriptive 
and detailed, seems to be turning again toward the stressing of funda- 
mentals, including recognition of the pervading importance of human 
relations in industry. Even “industrial engineering” is emerging from 
its astrological stage. But the most striking example of correlation be- 
tween professional quality and social purpose is to be seen in our 
schools of law. And to this I would give main attention. 

A major contribution of the law school to American educational 
practice has been the case method of instruction. 

The student, knowing nothing of any general rule applicable to the subject 


matter under consideration, reads a number of selected cases involving some 
definite class of individual or social interests, such as contracts for personal 
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service, or injuries in dangerous employments—cases which may profitably 
be compared with one another. In the classroom the consideration of a deci- 
sion is begun by requiring the student to state what he deems the material 
facts, the issue, the decision, and the reasons given therefor. These essential 
elements he must single out from the subordinate and collateral matters 
with which they are intermingled in the judicial opinion 

By means of such exercise in the classroom the student knows accu- 
rately the point decided by particular decisions and the more general rule 
established by a group of decisions. More important still, he acquires facility 
and precision in methodology. He learns what elements to consider in solv- 
ing a concrete problem, and how the various elements are to be judged. He 
learns to formulate a rule from concrete instances. He learns how to know 
whether a given state of facts comes within that rule. He knows how the 
rules came to be formulated; that they arise from a similarity of decision 
in analogous cases; that the decision in each case is based upon some judg- 
ment as to what should be done with the situation disclosed in that case. 
He is thus kept close to the facts with which the law deals. 

The facts considered in the judicial opinions include not only the acts 
of the parties to the litigation, but the findings of the jury as to existing 
conditions in the fields of physiology, engineering, chemistry, physics, and 
economics. Under the guidance of the teacher the student sees the bearing 
of existing technical knowledge or of current assumptions in the decision of 
each case. He sees that the test of what is “due time” in which to accept an 
offer is not the same in the age of the fast mail and wireless telegraphy as 
in the days of the stage coach and the sailing vessel. He observes that the 
ancient rule that the owner of land may take all the percolating water that 
he can bring to the surface becomes modified when modern methods of 
pumping are adopted. He sees that with changes in conditions come changes 
in rules of law, that if a decision is based on an assumption which time has 
proved unwarranted, its authority may be successfully challenged should it 
later be invoked as a precedent. 

And out of this discipline the student acquires a legal philosophy. He 
sees the law in its relation to actual life, as dynamic rather than static. He 
becomes wary of detached generalizations and vague abstractions. Instead 
of hearing from the instructor a broad definition of the legal concept of pos- 
session, he must discover for himself the meaning of the concept from the 
uses to which it is put in many decisions in the law of torts, of crimes, and 
of poverty. When he ventures to offer a wide generalization he is challenged 
with concrete instances. 

It has been said that the case-method does not teach students the law, 
but merely gives them the legal mind. Certainly the acquisition of informa- 
tion is subordinated to the discipline of the reasoning faculty. But logic 
does not hold exclusive sway. The arrangement of cases in approved case- 
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books combines the historical with the logical. Thus the student traces the 
development of the law in its various branches. He sees how the technical 
forms of pleading have influenced the recognition and enforcement of sub- 
stantive rights. He traces the law of real property from its feudal origins. 
He learns the influence of Mansfield and of Holt in the development of the 
law merchant. He compares the political predilections of Marshall with 
those of Taney. He watches the decline of ecclesiastical courts and the rise 
of courts of equity. He notes the influence of canon law in the development 
of equitable doctrines. He finds the genesis of our modern public-service 
law in the minute governmental supervision of all business in the days of 
Mercantilism. He observes that only the regulation of the innkeeper and 
the public carrier withstood the onslaughts of the teachings of laissez-faire. 
He follows the gradual increase of governmental regulation after the Indus- 
trial Revolution 

Such is the method of training by which the prospective lawyer is fitted 
for his task. In classroom and in examination, in law club and on the law 
review, he employs the processes of thinking which he must use in the office 
and before the court. He forms legal judgments by a process of legal rea- 
soning. The law schools of private universities have sternly resisted the 
demand for a training that is more utilitarian. They decline to confine 
themselves to the law of any one jurisdiction, or to shape their instruction 
by the character of examinations for admission to the bar. They pay no 
attention to training in the art of advocacy or in the mechanics of office 
routine. They emphasize above everything the development of the power 
to think.* 


The consideration of the facts of life which give rise to legal judg- 
ments, or which result from them, is in many fields of the law based 
on little more than general or “common” knowledge. It is obvious that 
such judgments cannot rank with those based on an exhaustive investi- 
gation of the complex social and individual phenomena which give rise 
to the need of law and are in turn partly the product of law. Recogni- 
tion of this fact is leading increasingly to co-operation between teach- 
ers of law and teachers of government, economics, and business in the 
formulation of teaching materials and in the emphasizing of the rela- 
tivity of legal concepts. In consequence, the student of law is more 
and more widely encouraged 
to discover what forces have influenced any change in judicial attitude, and 
what further effect these influences are likely to have or ought to have. 
He looks at the same time for circumstances which should have affected the 

* Quoted from T. R. Powell. “Law as a University Study.” Columbia Uni- 
versity Quarterly. March, 1917. 
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course of judicial decision but which have not been given weight by the 
courts. Among such factors the most important are changes in condition of 
industry, in the methods of doing business, and in widely held views of pub- 
lic policy. 

There is abundant testimony that the training of the university law 
school has been a powerful factor in raising the intellectual standard of the 
bench and bar. This contribution of the law school is a contribution to legal 
scholarship, to the making of history, and to the better adjustment of hu- 
man relations.? 


These developments have become so well recognized that Lord 
Chancellor Haldane at the meeting of the British, American, and 
Canadian bars in London, in July last made the comment that we in 
the United States have been fortunate in bridging the gap between 
jurisprudence and the practice of the law. Our schools of law have 
translated law into terms of the society out of which it has sprung, 
have fused the abstract and the concrete, with truly remarkable results. 

What is true of our better schools of law may in a measure be said 
of the better university professional schools in other fields. The dean 
of one of the more prominent of our professional schools of education 
was recently moved to speak as follows: 

So much has been said of the dangers of professional schools in our 
universities, of their possible encroachment upon academic tradition, of 
their possible disregard of culture and idealism, that it will do no harm to 
dwell upon our hopes. 

What does it mean that now in the ten leading American universities, 
enrolling 87,000 students, 50,000 are registered in professional schools, di- 
rectly preparing for professional careers? It means, in a few years, 50,000 
men and women released for trained leadership, free from the bias of creed, 
free from the blight of pseudo-science, free from the curse of the mere 
technician; practitioners imbued to a certain extent, we trust, with univer- 
sity ideals of culture, of service, and of public devotion. From among them 
will arise lawyers and business men who are also economists, teachers who 
are also educators, engineers who are nation-builders, physicians who are 
humanitarians, and clergymen who are social leaders. 

What has the development of professional schools within universities 
meant to the professional schools themselves? It has heightened the ideals 
of professional training and service. It has given impetus to research, with- 
out which professional schools soon degenerate into technical schools. It 
has led to the adoption of curricula of appropriate length, resting upon a 
sound general education, in which the deferred as well as the immediate 


* Powell, op. cit. 
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values are recognized. It has made possible the attraction of scholarly men 
as instructors. It has attracted students of high intelligence with extensive 
preparation, who are willing to invest in themselves sufficient time and 
money for adequate training. 

And so, the university has provided the environment necessary for pro- 
fessional schools to achieve the well-rounded development of which the 
leaders in each of the professions have dreamed.® 


Our schools of business have not yet forgotten their parenthood in 
schools and departments of economics. They seem now to be drifting 
away from recognition of their relationship, and this drift may carry 
many of them a long way from their early course. But eventually they 
will be caught again in the common stream of purpose which has come 
to dominate leaders of educational thought and practice in other pro- 
fessional fields. And if eventually, why not now? 

RosweELt C. McCrea 


ScHOOL OF BUSINESS 
CoLuMBIA UNIVERSITY 


DISCUSSION 


Professor McCrea’s paper is essentially a plea for a higher stand- 
ard of professional education in business. He finds that this profes- 
sional standard, as distinguished from mere trade training, cannot be 
attained without a thorough infusion of economics. Economics is to 
save business education from degeneration; but it is to be an econom- 
ics upon which the business research doctors have performed a rejuve- 
nation operation. I am in hearty general agreement with all of Pro- 
fessor McCrea’s paper. If schools of business could prevalently be 
brought to the high ideal he proposes—which would be comparable to 
raising all law schools to the rank of Harvard, Columbia, and Chicago 
—I should not worry about their influence on the teaching of eco- 
nomics; although I should still insist that departments of economics 
have wider duties, which can be met only if they maintain a degree of 
autonomy. 

But there are difficulties which Professor McCrea has not had 
time to dwell on. A mere trade school will regard business “as is” as 
final—as a static mechanism into which the student is to be fitted as 


*From a recent address by Robert J. Leonard, Director of the School of 
Education, Teachers College, Columbia University. 
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an interchangeable part. Professor McCrea’s professional school will 
regard business as a changing, dynamic, social institution, undergoing 
constant readaptation, and in need of the services of constructive eco- 
nomic statesmanship; for while one of its driving motives is pecuniary 
profit, its social function is the economical and efficient production and 
distribution of goods. This distinction established, your difficulties will 
be upon you. The business man is going to say “I don’t want a states- 
man, I want an advertising man, I want an accountant, I want some- 
one who can increase sales.” The average student will say, “Yes, your 
theory is fine, but I want a job.” And some of us are going to say, as 
the dean of a business school once said to me, “Yes, that’s all right, 
but we’ve got to train our men to get jobs!” 
; A world of expedient compromises, a great deal of administrative 
tact, and a lot of quiet but persistent education of business men, stu- 
dent bodies, and faculty members, will have to be gone through with 
before the professional ideal is realized. For the attainment of such an 
ideal presupposes a radical change in attitudes, a higher and more 
critical spirit of public service. A well-known dean is recently quoted 
as pleading for a sharp separation between economics and business, on 
the ground that while economics may emphasize the public point of 
view, business education should take business simply as private enter- 
prise organized for profit. There is in this attitude the naive assump- 
tion that profit-getting means economic production, and an oblivious- 
ness to the well-known and, to my way of thinking, basically signifi- 
cant distinction between industrial and pecuniary employments. While 
not definitely stated, this distinction is implicit in Professor McCrea’s 
whole paper. I do not believe that any business faculty that is not 
alive to it is going to escape the trade-school standard of training men 
for jobs regardless of the social utility or productivity of the job. 
There is a moral obligation on the state schools, at least, to train men 
to business as a public service. 

The lack of analytical and philosophical spirit to which Professor 
McCrea alludes is due in part to the over-commercialization of our 
American attitudes, and|in part to excessive specialization in all the 
social science fields. The advent of the business schools has intensified 
specialization. They have centered their instruction, I believe, too 
much on the mechanics of business, whereas the professional emphasis 
should be functional, and in the last analysis broadly social. Business 
firms have wanted technicians, students with limited cultural back- 
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ground have wanted “something practical”—specific training for a 
specific type of job—and departments of economics have allowed their 
curricula to be gorged with technical courses some of which have no 
place in a liberal education. In the general stampede, every little col- 
lege sets up, on paper, its department or school of business, and the 
professor of economics, who maybe has not known the difference be- 
tween an invoice and an inventory, becomes a dean. There has been 
an element of make-believe and some tendency to create, both in stu- 
dents and in faculties, an attitude of contempt toward theory and 
broad-gauge scientific curiosity. 

Furthermore the unavoidable specialization tends continuously to 
the isolation of individuals and of interest-groups both in the student 
body and in faculties. We have market groups, and advertising groups, 
and seminars on this and that special phase of business or economic 
life. But if there is in our faculties, as a whole, organized discussion or 
even much informal discussion of fundamental economic and business 
problems, I do not know of it. 

Coming to the relation of economics to this professional business 
education, let me note that the unsatisfactory residuum from the ele- 
mentary economics course is due less to the immaturity of the students 
and deficiencies in method, than to wrong emphasis and to the unset- 
tled state of economics as a whole. A course based on traditional classi- 
cal and marginal analysis teaches too many things that are untrue and 
unreal. A course that attempts something else enters a choppy and un- 
charted sea. But any teacher in a professional school could find fault 
with the best general course imaginable; because no one course can 
give everything that every profession regards as elementary and fun- 
damental. Moreover, part of the alleged failure of Economics I is in- 
herent in our educational machinery. We invite a student to forget all 
he knows every three months, whereas we should hold over him a stiff 
suspended examination upon his whole major as a prerequisite to a 
degree. 

Hundreds of boys and girls are today taking the business course 
because it is the novel and popular thing to do. We accept them and 
send them through without attempting to find out whether they are by 
temperament or otherwise at all fitted for business careers. Moreover 
many highly technical business courses, taught by men who have only 
the technical point of view, are taken by arts undergraduates who 
want some advanced economics but who will not go into business. The 
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sooner these courses can be closed to arts students the better. One 
place for a scientific, dynamic, and functional economics to function is 
undoubtedly in the business school, but economics has other directions 
of service as well. Others besides the prospective business men need 
to have their education permeated by thought-provoking and orientat- 
ing scientific analysis of economic processes and problems. The ques- 
tion of administrative affiliation is of secondary importance; wherever 
they are placed, wisely directed departments of economics will main- 
tain a degree of educational autonomy, and will resist domination by 
any specific professional influence, in the interest of their duties to all 
the students of the university. 

What the school of business can contribute to economics will de- 
pend on the type and attitude of the school. A man whose purpose is 
to train men primarily to profit-getting may contribute to economic 
science, but his contribution will have to undergo the same searching 
scrutiny for bias that careful economists give to the findings of ex- 
parte research organizations. Moreover the fact that a man teaches a 
business subject is no guaranty that he knows business. I do not know, 
but I should like to, what proportion of teachers of business have any 
really significant inside contact with business itself. 

I am not unmindful of the fact that the reluctance of present-day 
students to study economic theory is not by any means entirely due to 
the influence of the vocational motive. The demand for the practical 
may be a demand for that which is applicable, not necessarily to a job, 
but to a real understanding of the world we live in. While I have no 
desire to get into a fruitless controversy with my conservative col- 
leagues in economics who believe that in their essentials classical 
methods and conclusions are final, I can only express my own belief 
that much of the study put on conventional theory courses is an exer- 
cise in scholastic erudition, and that not only our theory but our theory 
courses, whether in the school of business or elsewhere, need a thor- 
ough rejuvenation. This matter is much too large and too controver- 
sial to go into here. The point I wish to emphasize, with Professor 
McCrea, is this: if the mushroom growth of business training has had 
a deleterious effect upon the teaching of economics, the professional 
school of business, and more especially the publicly supported bureaus 
of business research, not only can expiate that sin, but can save eco- 
nomic theory from itself, by taking it out of the field of als ob phi- 
losophical idealism and putting it into the field of actualities. Trained 





ECONOMICS IN A BUSINESS CURRICULUM 231 


though I was, like many of you, in the classical theory, I find myself 
in great sympathy with the position taken by Mitchell in his recent 
presidential address. And if I have at times been a bit suspicious and 
skeptical of the cultural results likely to flow from the current trade 
type of business training, I now look for a fruitful co-operation be- 
tween the academic and the business economists. 

A. B. WoLFE 


Ouxto STaTE UNIVERSITY 


My own response to the contents of Professor McCrea’s paper 
may be expressed briefly and without elaboration. 

What do we mean by a professional school of business? One of 
the marks of a good definition is that it must conform to popular usage. 
According to popular usage it is difficult to understand how any school 
of business can be professional in character. Popular usage would 
seem to preclude the application of the term professional to any com- 
mercial, mechanical, or agricultural line of endeavor. 

However, let us waive the matter of propriety touching the use 
of the term professional and question whether economics as a perme- 
ating influence in the courses offered is a sine qua non of the profes- 
sional school of business. In order to elevate the school of business 
above the trade school, we have only to treat the facts and phenomena 
of business in an interpretative or philosophical manner as is done in 
such courses, currently given in our universities, as business organiza- 
tion, industrial management, marketing, banking and bank adminis- 
tration, accounting, insurance, certain phases of transportation, etc. 

Social motivation, as may be found in the professions of medicine, 
education, architecture, and the ministry may be secured without in- 
sisting that economics permeate the curriculum. The study of eco- 
nomics may be conducive to social motivation but is not essential to it. 
Let us draw a sharp line of distinction between the social obligations 
and responsibilities of business on the one hand and economics on the 
other. Clearly, the school of business will fall far short of realizing its 
chief aims and ends if it fails to stress ever and anon the social impli- 
cations of business. Economics is primarily a study conducive to sound 
and thoughtful citizenship and as such scarcely has an applicability 
and a fitness more appropriate to business than has political science, 
philosophy, or ethics. 
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Concerning Professor McCrea’s hope that the economic theory of 
the future may grow out of the researches of the schools of business 
and will be formulated by their teachers, it may not be out of place to 
remark that there ought to be an important place in the formulation 
of the economic theory of the future for the statistical economist, the 
empiricist, and the arm-chair economist. It is difficult to justify the 
reference made to the futility of the closet philosopher when it is 
borne in mind that such men as Steuart, Adam Smith, Mill, and other 
notable contributors to sound economic thought may well bear the 
appellation employed. If there is an admittedly valid place in such 
fields as chemistry and physics for men like Lewis, Vant Hoff, and 
others who scarcely know or knew one piece of apparatus from an- 
other, how can we crowd out from the ranks of the economists men 
like Edgworth, Pareto, and Marshall? 

The implication that the course in the principles of economics will 
too long remain the embodiment of sweeping abstraction, to the exclu- 
sion of sufficient material for effective generalization, unless the schools 
of business set about the formulation of the new economics, ought to 
impel us, whether in school of commerce or department of economics 
or in both, to adopt a less complacent attitude toward the traditional 
economics course. Too many of us have been afraid to touch it. My 
personal belief is that the years lying immediately ahead will witness 
a pronounced transformation in the content and method of the ele- 
mentary course, rendering it not only more palatable but decidedly 
more valuable. In the process of improvement, if improvement comes, 
may we not expect that the statistical or business economist and the 
so-called closet philosopher will go forward with forces joined? 

Suffice it for me to say with reference to the case system as a 
phase of business education and of instruction in economics in particu- 
lar that the best method in law may, after extensive experiment, prove 
inadvisable in economics, and conceivably so in business. This much 
seems certain, that the case system as developed up to the present 
time has not stressed business with special reference to social motiva- 
tion as against pecuniary considerations. It is doubtful whether the 
case system will, even in time, demonstrate its superiority from the 
standpoint of those who desire to emphasize the socio-economic aspects 
of business. 

My own chief criticism of Professor McCrea’s paper is that he 
would make economics too pervasive of the work in business, leaving 
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too little chance to dwell upon the social and ethical implications of 
business—leaving, indeed, too little opportunity for the business stu- 
dent, particularly the student in our purely undergraduate schools, to 
acquire adequate ballast in the expansive and inviting fields of litera- 
ture, art, science, and philosophy. 

Professor McCrea’s paper is surely timely. The issues that he 
raises and suggests are of paramount importance. Our students must 
come to look upon a business career as a career of service, in connec- 
tion with which salary and profit though not unsocial and not wholly 
incidental are mainly indexes of the importance of the individual’s 
contribution to enduring social welfare and satisfaction. The student 
must look upon a business career—a professional business career—as 
one of satisfaction achieved through cordial co-operation and eager 
service in connection with which the pecuniary phases of life should 
not be allowed to dwarf and overshadow the cultural, social, and ethi- 
cal. An augmented livelihood should be viewed as an open door to an 
enlarged and ennobling life. 

CuestTeErR A. PHILLIPS 


CoLLEGE OF COMMERCE 
UNIVERSITY OF Iowa 


I really did not know how much trouble I was getting into when I 
told Mr. McCrea that I would speak on this subject. To tell the truth, 
the reason why I agreed to discuss the topic was that it looked like 
such an easy one. Economics has been defined as the “Science of 
' Business.” I was not so sure about this, and to make sure, I looked 
it up. There it was: “Economics: the science of business conduct.” 
So it seemed to me that it would be a very easy matter to come to 
Columbus and to say a few words about the wisdom of having a good 
course on the science of business in a business school. But after read- 
ing Mr. McCrea’s paper I became convinced that the subject is far 
more difficult than it seemed at first, because we do not agree on our 
definitions. In the first place, What is economics? As the word has 
been used this evening it is certainly not the science of business; at 
least, not as we generally understand the term “business.” And in the 
second place, What is a business curriculum—that is, What is it for? 
Until we agree as to what economics means and as to what a business 
curriculum is meant to accomplish, our discussion of the relationship 
between the two, while it may be lively, will hardly be profitable. 
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So it seems to me that it would be well to spend some time in dis- 
cussing these two questions of definition or purpose: First let us raise 
the question what a business curriculum is for, coming later to the 
question of the meaning of economics and its place in the curriculum. 

In general, there are two divergent answers to the question of the 
purpose of a business curriculum. On the one hand there is the view 
that the business course should be designed almost entirely to teach 
students how to make the most money in their business careers. Under 
this test the curriculum problem is relatively simple. We must put no 
economics into the course unless we are convinced that it has at least 
a sporting chance of teaching the student how to increase his pecuniary 
income when he becomes a business man. And even then, we must not 
put it in if we can find any other study which stands a better chance. 
For example, the professor of economics may want to increase the 
length of his course in order to discuss‘the social waste resulting from 
unrestricted competitive advertising; but perhaps this cannot be ac- 
complished without encroaching on the time allotted to the professor 
of marketing, who wishes to expound the results of a recent research 
which his department has been conducting (jointly with the depart- 
ment of psychology) on the problem whether green or red neckties as 
worn by bond salesmen make the more favorable appeal to prospective 
purchasers. By the acquisitive test which we are assuming, the proper 
decision as to whether the professor of economics or the professor of 
marketing should be granted his request can be made without much 
hesitation. 

But one may reject the purely acquisitive standard of the business 
curriculum and adopt what, for want of a really decent phrase, one 
may term the social test. This is a very vague and ill-defined concept. 
In general, however, its implication is that the purpose of the business 
schools is not solely to teach men how to maximize their income, but 
primarily to teach them how to run the industries of the country in the 
most effective way from the point of view of the public interest. To 
be sure, to the extent that these two objects require identical training, 
so much the better. But to the extent that they require divergent 
training, then the social test requires that the acquisitive studies be 
given second rather than first place in the business curriculum. 

These, then, are the two alternatives from which we must choose 
when we ask ourselves what is the purpose of the business curriculum 
and what place economics has in helping to fulfil that purpose. But 





ECONOMICS IN A BUSINESS CURRICULUM 235 


which alternative has actually been chosen by our collegiate schools of 
business at this present stage of their career? The answer is, “neither.” 
Instead of adopting with logical rigor the purely acquisitive test, or 
instead of rejecting this test and making frank and whole-hearted ef- 
forts to build up some other test, they have simply drifted. Their cur- 
riculum is based, not on philosophy but on accident. When I say they 
have drifted I do not mean to imply that they have drifted down the 
middle of the current. No rudderless boat ever does that. Indeed, 
there has been a distinct tendency to veer over very close to the shore 
of the purely acquisitive test. But this tendency is almost never com- 
pletely carried out. 

If you go from class to class in any collegiate school of business, 
you will find many things that are being said and taught there that 
have very little chance of increasing the income of the students. Per- 
haps the students do not know that. Perhaps even the professor does 
not know it. But even if he does, he does not care, because he does not 
picture himself as trying to teach the student how to make money. I 
do not mean to say that he does the opposite and pictures himself as 
trying to teach the student how not to make money and only to do 
good. He does not picture himself at all. His job is to teach Banking 
or Finance or Insurance. That is the way it appears in the catalogue: 
“John Smith, Ponzi Professor of Finance.” And there are so many in- 
teresting things in Finance that the professor knows all about, that he 
cannot help telling tiem to his classes. But they do not do the students 
any good; they may even do harm. 

So, as I say, we have drifted. But until we have stopped drifting 
and have made up our minds what we want our business curriculum to 
accomplish, it seems almost like a waste of time to discuss the réle of 
economics in this curriculum. Perhaps, however, we can dodge the 
former issue for the time being by assuming, first, that we want a 
purely acquisitive curriculum and then that we want a social curricu- 
lum. The réle of economics can then be discussed under each of these 
two assumptions. 

Before listening to the papers of the previous speakers it had been 
my thought not to take any sides on this prior issue of the purpose of 
the curriculum, but simply to assume first one purpose and then the 
other for the sake of argument. In view, however, of the mean and 
slurring comments which Mr. Wolfe and Mr. Phillips and Mr. McCrea 
have made about the acquisitive type of business school, I cannot re- 
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sist the impulse to put in a few words in its defense. At first thought 
the idea of teaching students simply how to make the most money 
seems rather materialistic. But it is not materialistic at all. In fact, it 
is almost theological. You have such faith in the way the universe is 
laid out that you believe that business men, in following their own 
self-interest, just cannot help but do the most good. Any economist 
from Adam Smith to George E. Roberts can tell you why this is so. 
But one man brought out the point more clearly than any of the oth- 
ers—Bernard de Mandeville in his essay entitled The Fable of the 
Bees, or Private Vices, Public Benefits. Of course Mandeville, as we 
now realize, went too far and did not put in the necessary exceptions 
to the rule. These exceptions are frankly recognized by any adminis- 
trator of our present schools of business. The most important exception 
is that you must recognize the difference between making the most 
money in the short run and making the most money in the long run. 

It is quite possible, as every hard-headed business teacher would 
admit, that if you try to make the biggest profits in the short run you 
will not be doing the most good to society. But that is because you 
will not be doing yourself the most good over a long period of years. 
The business man who tries to higgle his wage-earners down to the last 
farthing or who says mean things to his stenographer may be richer 
next year, but in ten years he will be a pauper. 

Take John D. Rockefeller as an example. Mr. Rockefeller took 
the short-run point of view. He had a monopoly, and he tried to 
squeeze the last cent out of the consumers for it. And what happened 
to him? Why the Supreme Court of the United States took his oil 
trust and smashed the whole thing to pieces. 

It seems like a pretty tough thing for a man to have the work of a 
lifetime destroyed like that. But he deserved it, because he did not 
realize that the only way to make money in the long run is to consult 
the public interest. Now, if he had been to an acquisitive school of 
business, he would have learned that this short-sighted policy is a mis- 
take, and he would have been a rich man today. So I think there is 
much to say for the acquisitive type of curriculum. 

However that may be, let us now assume the purely acquisitive 
test for the sake of argument and let us raise the question how much 
and what kind of economics belongs in such a curriculum. Here we are 
faced with the question, what does “economics” mean? For we are 
obviously using it in a restricted, technical sense as connoting some- 
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thing distinct from those studies which form the backbone of the busi- 
ness curriculum. The current popular distinction is that economics is 
concerned with theory while business courses are concerned with the 
application of this theory in business practice. According to this no- 
tion you first learn your general principles in the Department of 
Economics; then you come over to the School of Business and apply 
those principles to the particular problems that are faced by the busi- 
ness executive. 

Ever since I have taught in a business school I have wondered 
how that myth originated. Like most other myths it is not roo per 
cent false; but it is not sufficiently true to be even a good caricature. 
Imagine this sort of thing going on in the classroom of a school of 
business: 

“Mr. Smith, in view of the fact that rent does not enter into price, 
why is it that Sulka on Fifth Avenue charges five times as much for 
fancy waistcoats as Einstein on Seventh?” or 

“Mr. Jones, in view of the later revisions by B6hm-Bawerk of his 
theory of interest, what change do you predict in the rates on prime 
commercial paper within the next three months.” 

I had one or two other examples of this kind, but there is no need 
to take your time to mention them, because the point that they are in- 
tended to bring out must already be sufficiently clear. This point is 
that our business courses, far from attempting to make practical appli- 
cation of theories developed in the department of economics, pay al- 
most no attention to those theories. It is not that the business courses 
get along without any theory at all—many of these courses are full of 
theory. But they are business theory, not economic theory. Converse- 
ly, any course in economics that concerned itself with theory alone 
and paid no attention to concrete practice would be an absurdity. In 
short, the sooner we get away from this silly notion that economics is 
the theoretical and business the practical aspect of the same subject 
the sooner shall we be able to put these two allied departments of 
learning into their proper relationship. 

But if the difference between economics and business is not the 
difference between theory and practice, what then is it? One possible 
answer to this question has been suggested by Dean Day. At the last 
meeting of the American Economic Association, Mr. Day expressed 
the opinion that the difference lies in the purpose of the study. The 
economist, he stated, takes the social point of view; the business stu- 
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dent, on the other hand, takes the acquisitive point of view. Both are 
interested in the same phenomena, but they differ simply in the use 
that they wish to make of their knowledge of these phenomena. 

There is no doubt that the distinction which Dean Day makes 
strikes much closer to the mark than the previous distinction between 
theory and practice. And I suspect that in at least seven cases out of 
ten it represents the actual difference in the point of view of courses in 
economics and courses in business. None the less, it certainly is not a 
necessary distinction, and I do not think that it is the most useful dis- 
tinction for the purposes or organizing a curriculum. For the moment 
we accept it, that moment we admit by definition that economics has 
no place in a purely acquisitive type of business school. And I doubt 
whether we should be ready to go as far as that in planning an ac- 
quisitive curriculum. 

As a matter of fact, economics can be studied for a social or a 
non-social or even an antisocial object and still remain economics. Let 
us take as an example the business cycle. You can study the cycle 
simply in order to play with it; or you can study it in order to relieve 
unemployment and misery; or you can study it in order to make 
money by playing the stock market. And yet, whatever your motive 
may be, you are nevertheless studying economics when you study the 
business cycle. So I think we must admit that the difference between 
economic science and business science lies neither in the distinction 
between theory and practice nor in the distinction between public pur- 
pose and private purpose. 

What, then, is the difference? Perhaps this question can best be 
answered by means of an illustration. The one that I shall take is con- 
tained in Professor Homer Vanderblue’s admirable case-book entitled 
Business Economics. The president of the Balboa Fishing Company is 
in trouble. Business has fallen off seriously, partly because of a gen- 
eral business depression and partiy because the Catholics are losing 
their religion and eating more meat on Friday. Bankruptcy is, there- 
fore, inevitable, and the president is uncertain whether courageously to 
put through a reorganization of the company or to commit suicide. 
That is the problem which the student is asked to solve, and that is the 
sort of thing they study at Harvard. But the point that I am trying 
to bring out is that in this one “case” you have two quite different sets 
of problems, the one being in the field of economics and the other in 
the field of business. The economist wants to know why business con- 
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ditions became so bad and what can be done to improve them. How 
would it be to try Irving Fisher’s compensated dollar? And then he 
also wants to know what is the fundamental economic factor underly- 
ing the loss of religion by the Catholics. On the other hand, the busi- 
ness student is interested in a very different set of problems. The eco- 
nomic situation being what it is, how should this business man meet 
the emergency? Is it wise to reorganize? If so, what unfavorable con- 
tracts should be lopped off? How should the debenture holders be 
treated? How much assessment can be levied against the stockholders? 

Of course, in making his plans, the business student will need to 
make use of certain parts of the knowledge that the economist has se- 
cured from his studies. As to the causes of the general business depres- 
sion, and even as to the wisdom of trying various measures to mitigate 
it by governmental action, the business man is not particularly inter- 
ested—he is too busy fighting with cantankerous creditors’ committees 
for that sort of thing. But at least he wants to get the economist’s 
opinion as to how long the depression may be expected to last, whether 
three months or three years. And on this point he consults the econo- 
mist instead of coming to an independent judgment because he realizes 
that the forming of an intelligent opinion on general business condi- 
tions demands a different type of knowledge and a different type of 
technique from the type which he, as a business executive, has acquired. 

In short, then, it seems to me that the real difference between the 
two sciences of economics and business is that the former has a wider 
angle of vision. Both sciences study business in the broad sense of the 
term. But economics studies the general business or industrial situa- 
tion while business courses study the means by which a particular 
business should adjust itself to that general situation. Or, to put the 
thing in other words, the economist studies the business man’s environ- 
ment; the business student studies the problem of adaptation to that 
environment. 

It is true, of course, that the distinction which has just been made 
between economics and business has no foundation in the etymology of 
the words. The validity of the distinction rests simply on its practical 
convenience. Yet I think that it does truly represent the difference in 
tone which we will all admit exists in practice between university de- 
partments of economics and collegiate schools of business. On this 
account i think that a book of the type of Mr. Vanderblue’s case book 
should not be called Economics, or even Business Economics. For, 
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aside from an introductory chapter on the business cycle, almost the 
entire volume is devoted to problems of the adjustment of a particular 
business to the economic environment rather than to the study of the 
environment in itself. And the mere fact that it contains in a single 
binding cases in various fields of business administration—marketing, 
production, finance, etc.—does not change it from a book of business 
cases to a book of economic cases. True, it is just a matter of defini- 
tion; but if Mr. Vanderblue’s book is a book in economics, then what 
does the Harvard Business School teach that is not economics? And 
if it is all economics, then why should we spend our time in talking 
about the réle of economics in a business school? 

Assuming, however, that economics concerns itself with the gen- 
eral industrial or business environment, we still face the question of its 
place in a business curriculum that accepts frankly the purely acquisi- 
tive test of academic values. This place, it seems to me, is a real one 
but, nevertheless, a somewhat limited one. For a business man, al- 
though he needs to know some things about his industrial environment, 
does not need to know many things which the economist wishes to 
know. There is much in the economic situation which he can afford to 
take for granted without an explanation. Note, for example, the prob- 
lem of the interest rate. A business man needs to know what this rate 
is at present and what its probable trend will be in the near future. 
But as to the question why interest is paid at all, or as to the future 
question whether various forms of restrictive legislation to limit the 
incomes from capital are desirable, the business man as such can safely 
remain in total ignorance. It would probably not do him a bit of good 
to read, for example, the controversy between BGhm-Bawerk, Fisher, 
Carver, and others over the productivity theory of interest. 

To a considerable extent, then, the business executive is in the 
position of the small boy who needs no knowledge of mechanics in 
order to learn how to throw a baseball. The mechanical laws and the 
economic laws will operate just the same. On the other hand, to be 
sure, there are certain aspects of economics a knowledge of which will 
be of decided value to the business man, and this statement is espe- 
cially true for the field or fields of economics which bear fruit in the 
ability to make more accurate business forecasts. I think it not un- 
likely, then, that business schools which accept a purely acquisitive 
test of merit will make the study of the business cycle the backbone of 
their courses in economic theory. 
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But there is still another important réle of economics which re- 
quires special emphasis because it has been sadly neglected down to 
the present time. I think that an acquisitive curriculum should in- 
clude, not only a general course on the economics of the business cycle, 
but also a special course, for graduate students, on economic propa- 
ganda or apologetics. Admission to the course might properly be lim- 
ited to those students who give promise of attaining sufficient pre-emi- 
nence to be called upon for after-dinner speeches and talks over the 
radio. The main part of the course would doubtless consist of a study 
of the economic classics, but the crowning achievement of the study 
would be the acquisition of facility in obfuscating the irreconcilable 
conflict between the useful doctrines of laissez faire economy and the 
equally useful but opposed doctrines of tariff protection and reasonable 
restraint of trade. 

I am afraid that I have taken so much time with definitions and 
with a discussion of the réle of economics in an acquisitive business 
curriculum that there is no time left to consider how much and what 
kind of economics would be needed in a social curriculum. There can 
be no doubt, however, that much more economics would be needed in 
the latter case. For if a business man is to be taught to make his deci- 
sions, not merely on the basis of their reaction on his pocket-book, but 
also on the basis of their reaction on the general economic environ- 
ment, he, of course, needs to know a great deal about that environment 
in order to know what the reactions are going to be. For example, how 
shall a graduating student in a social school of business make up his 
mind whether to become a stock broker or to sell fruit? Obviously he 
cannot answer that question intelligently without a fairly thorough 
knowledge, not merely of economics, but of other social sciences. On 
the one hand he needs to know all about the theory of stock specula- 
tion and its social utility or disutility. On the other hand, he should 
have accurate information about the nutritive value of bananas, and 
he should also be in a position to weigh critically the possible inci- 
dental results of his business, such as those that might normally be 
expected to follow from the promiscuous throwing of banana peels on 
the sidewalk. 

So I think it is unnecessary to elaborate further in order to bring 
out the great difficulties that a university administration would face if 
it were to reject the acquisitive test of a business curriculum in favor 
of the social test. And for this reason I am not sure that we should not 
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do well to follow the easier path and to plan our curriculum with the 
single object of teaching our students how to make the most money in 
the long run. There is just one thing, however, that I think we should 
guard against in case we decide upon this course. And that is that we 
take care not to lose our American sense of humor by taking ourselves 
too seriously and by assuming for ourselves a place of much impor- 
tance in the progress of civilization. 
J. C. BonsricHt 
CoLuMBIA UNIVERSITY ° 


Mr. Bonbright has said that economics has a somewhat wider 
“angle of vision” than business. I am quite ready to adopt any con- 
venient phraseology to convey the essential idea, for I am seriously 
interested in the underlying distinction. Unless I am entirely mistaken, 
there is a fundamental difference between economics and business. 

We can clarify the matter by recognizing different phases of eco- 
nomics. Economics as a general subject is interested in certain social 
phenomena. The business cycle may be taken as an example. The 
cycle is social in the sense that it comprehends a whole series of inci- 
dents and includes the whole of society within its influence. We would 
all agree, I presume, that the study of the business cycle, as a general 
phenomenon, is perfectly appropriate to economic science. At the same 
time there can be no question but that the business cycle is also a very 
interesting and important subject for business management. In other 
words, the business cycle is a social phenomenon which must be taken 
into account in the wise management of business enterprise. We may 
conclude, therefore, that the general study of economic cycles is a part 
of economic science, and the more specific study of the adjustment of 
business management to the cycle is a part of business science. 

I think the difference between economics and business lies in the 
general point of view. I do not say content, because I think there are 
common elements in the content of the two subjects. But I do insist 
that the point of view of economics ought to be social. It ought to 
have reference, in the long run, to matters of public policy. The point 
of view of business management, in contrast, ought to be private; that 
is, it ought to have reference in the long run to private profit-taking. 

There have been two or three challenges to cite cases in which 
one can distinguish acquisitive and social policy. I believe instances 
can be cited without great difficulty. Thus, the policies of the Federal 
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Reserve Board are primarily in the interest of the public and not spe- 
cifically designed for individual private gain. The whole study of 
money and credit, as it is conducted in our best undergraduate courses, 
is principally concerned with matters of public interest, not with ques- 
tions of individual bank management. This is economic science and 
not business administration. 

I believe we ought to instil a real professional attitude in our col- 
legiate schools of business. The outstanding feature of the recognized 
professions is their assumption of community obligations. The pro- 
fession acknowledges a public responsibility. This same idea can be 
inculcated in business leadership. Surely we can get through to busi- 
ness men the idea that, at the same time that they are making profit, 
they can be serving the public. But the relation of business adminis- 
tration to public policy remains unlike that of economics. The point 
of view of an economics curriculum is essentially social with specific 
reference to public policy. The point of view of the business curricu- 
lum is essentially private with specific reference to enlightened profit- 
taking. There is a difference, and it should be kept clearly in mind. 

Epmunp E. Day 

UNIVERSITY OF MICHIGAN 











THE REPORT OF THE ECONOMIC COMMISSION ON THE 
QUEENSLAND BASIC WAGE 


In view of the current discussion in the United States of the rela- 
tion between wages and national productivity, and of the recent decla- 
ration of the American Federation of Labor in favor of adjusting 
wages by reference to production, note should be taken of a recent 
Australian report on this subject—the Report of the Economic Com- 
mission on the Queensland Basic Wage.* 

This Commission met in the early part of 1925. It was appointed 
for the purpose of considering the wage policy to be pursued by the 
Queensland industrial court, in its wage declarations. That court, in 
common with the other Australian industrial courts, is instructed by 
legislative act to set no wage below a defined comfort standard—de- 
fined in Queensland as follows: “The minimum wage of an adult em- 
ployee shall be not less than is sufficient to maintain a well-conducted 
employee of average health, strength, and competence, and his wife 
and a family of three children in a fair and average standard of com- 
fort,” and further provided that “the minimum wage of an adult fe- 
male employee shall not be less than is sufficient to enable her to sup- 
port herself in a fair and average standard of comfort.” For the pur- 
pose of this minimum basic wage, the court has adopted the “Har- 
vester standard” set up by the commonwealth court. It, however, was 
faced with claims for a basic wage over and above this Harvester 
standard. The Commission, which recently reported, was appointed to 
consider what principles should be followed by the court “in relation 
to the forthcoming reconsideration of the basic wage of the state.” Its 
terms of reference were as follows: 

The Queensland Court of Industrial Arbitration requests that you will 
be so good as to inquire into and report to the Court on the following mat- 
ters in relation to the forthcoming reconsideration of the basic wage of the 
state: 

1. The productivity of Queensland year by year from 1913 to 1924 and 
the estimated productivity for 1925. 

2. Real wages compared with productivity for the same period. 

3. To what extent is it practicable in adjusting wages to have regard 
to variations in productivity. 


* Anthony James Cumming, government printer, Brisbane, 1925. 
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4. Whether an increase in wages would be likely to affect adversely 
the growth of any, and what, Queensland industries. 

5. What would be the probable reactions of an increase in the basic 
wage. 

6. Such other matters of an economic nature as in the opinion of the 
Commission may be of assistance to the Court in determining the basic 
Wage. 


The Commission in its report seems to accept the fact that the 
court cannot, under the law, make a wage declaration lower than the 
Harvester standard, though I find its discussion very obscure on this 
point. The body of the report is devoted to a discussion of the relative 
usefulness of the “cost of living” and “capacity to pay,” principles of 
wage adjustment, and to an attempt to work out statistical indexes of 
“capacity to pay.” The Commission’s declaration on the first point is 
as follows: 


The Commission is of the opinion that the principle of capacity to 
pay, checked by cost of living, is the only principle upon which a court 
should proceed in determining a minimum-wage standard. Indeed, it is the 
only principle which can stand the test of economic strain. In arriving at 
an estimate of capacity to pay it is of great importance that all possible in- 
formation should be available and that every material consideration should 
be weighed. The Commission has therefore set itself the problem of out- 
lining these considerations and indicating what information should be used. 

Experience has shown that industry as a whole is as yet unable to pro- 
vide the standard of comfort laid down by the Basic Wage Commission 
(unless indeed some method of redistributing wages as between single and 
married men be adopted), but that the lower Harvester standard of com- 
fort is normally practicable. The capacity to pay sufficient to meet this 
standard is not likely to fail unless the community suffers some violent and 
long-continued catastrophe. Such an eventuality must, however, be consid- 
ered. It is conceivably one matter to take up the attitude “let justice be 
done though the heavens fall” in the case of comparatively unimportant 
“sweated” industries, and another to apply it to industries which make a 
vital contribution to the total income. It is possible to ignore the economic 
effects of paying a “living wage” in the one case, but not so easy to do so in 
the other. 


Since the court’s power to declare a basic wage extends throughout 
all of Queensland’s industries, the Commission took as its guide for 
capacity to pay the situation of all industries within the state. It is 
greatly to be doubted whether any wage-settlement authority whose 
jurisdiction was limited to a single industry would find it advisable or 
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practicable to use such a basis of decision. The Commission constructs 
an index of capacity to pay by combining indexes of (a) the income 
per head; (5) value of past material production per head; (c) value of 
prospective material production (computed by direct estimate, by se- 
curity movements, or both). As far as the writer knows, this is the 
first official attempt to embody in practicable form the principle of 
wage adjustment by reference to national real income. 

When discussing the question of the necessity of taking into 
account in any wage award the relative prosperity of the particular 
industry concerned, the Commission is somewhat less definite. It 
states that the question of whether to vary the basic wage in view of 
the particular prosperity or adversity of the industry concerned “must 
be determined at the discretion of the court itself,” and the policy rec- 
ommended is left somewhat vague. 


In industries whose wage rates are varied from the standard, the em- 
ployee’s wage differs from that of neighbouring workers in other employ- 
ment. Even where the reason for this difference is clearly understood some 
discontent due to a feeling of injustice may be caused. A possible way of 
reducing this discontent is suggested in Part 14, when the principle of fam- 
ily needs is considered. At the same time it is not desirable that all workers 
should be paid the same rate for the same work done irrespective of the 
conditions of the industries. In the changing circumstances of demand and 
invention new industries are rising and old ones decaying. The rising indus- 
try attracts the young adaptable labour. So far as prosperity registers the 
conditions of demand it is not desirable to disturb the flow of labour from 
non-prosperous to more prosperous employment. 

There may be some danger, however, of creating an expectation that 
the whole advantage of any accession of prosperity should go to wage- 
earners. As has been pointed out, the whole amount due as wages should be 
paid in wages, but the question of what is due as a result of prosperity is a 
delicate and difficult one. If the prosperity is the result of better manage- 
ment, to establish a principle that all increases in prosperity should auto- 
matically be absorbed by wages would be to discourage better manage- 
ment. This danger is more serious where the whole of an industry is under 
one management. 


In addition to the foregoing principles of adjustment, the Com- 
mission suggests that the court should also take into account the eco- 
nomic bargaining power of labor (“any increase or decrease of unem- 
ployment in the period will be prima facie evidence for a modification 
of the Declaration to be made”) and money wages in neighboring 
states. It also supports a system of wage discrimination according to 
family needs. 
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The summary of recommendation follows: 
Part 2, generally and specially, Section 19: 

1. The chief guide to be followed by the Court in declaring a Standard 
Basic Wage for industries of “average prosperity” should be the ca- 
pacity of industry to pay wages. Cost of living should only be taken 
into account after capacity to pay has been ascertained. 

Part 4, Section 34: 

2. Capacity to pay should be determined from figures showing changes in 
income per head, past production per head, and future production per 
head, of Queensland. 

Part 4, Sections 35 and 36: 

3. An index of capacity to pay so determined should be the principal 
guide, but reference should also be made to such matters as productive 
efficiency, unemployment, and rates of wages in neighboring states. 

Parts 7-10: 

4. The method recommended for obtaining an index of capacity to pay is 
as follows: An index of the value of material production per head, for 
the year preceding the year in which the Declaration of the Standard 
Basic Wage is made, is added to an index of the prospective value of 
material production per head for the year in which the Declaration is 
made. The average of the two will then give the required index. If, 
however, a satisfactory figure of income per head can be obtained it 
should be used in conjunction with the first figure of the value of ma- 
terial production per head. 

Part 10, Section 74: 

5. Arrangements should be made for the collection, analysis, and tabula- 
tion of the necessary information upon which to base the index of 
capacity to pay. 

Part 10, Section 74: 

6. The time for the annual declaration of the Standard Basic Wage 
should preferably be August or September, when material information 
is best available. 

Part 11, Section 78: 

7. In varying the Standard Basic Wage for industries of more or less 
than average prosperity the Court might consider whether it is prac- 
ticable to fix craft wages as a percentage upon general rates in each 
industry. 

. In determining the differences between industries, the income derived 
from particular industries might be ascertained from the Income Tax 
Returns. Such amounts should be related to the growth of the indus- 
try and the variations in the general index. 
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Part 13: 
9. Consideration should be given to piece-rates as a method of maintain- 
ing or increasing capacity to pay. 
Part 14: 

10. Suggestions are made for the establishment of a modified scheme of 
discrimination between wage-earners, according to family needs, with 
greater equalization of receipts by men in different industries as an 
incidental effect. 


The report indicates that any satisfactory policy of wage settle- 
ment must contain a considerable number of elements, must take ac- 
count of a great number of considerations—even when one body (such 
as the industrial court) is given an opportunity to introduce a uniform 
policy of settlement. When the process of wage settlement is left to 
individual and collective bargaining, or to boards with authority over 
single industries only, as in the United States, the task of formulating 
satisfactory principles of settlement becomes even more perplexing, 
and the elements of a satisfactory policy, more numerous. None of the 
simply-formulated war cries will meet the need; nor perhaps are they 
intended to meet it. 

It may be added that since the publication of this report it has 
been attacked in Queensland by the trade unions on the ground that 
the capacity of industry to pay wages had been underestimated, and 
by representatives of the employers on the ground that the data for 
forming an estimate of the value of material production were insuffi- 
cient. On these latter grounds, and on the ground that it would be 
dangerous for Queensland to adopt a system different from that of the 
other states, the court rejected the proposal of the Commission. The 
basic wage will, therefore, as hitherto, be varied mainly by references 
to price changes, such variations being made in single industries as 
found necessary. 

HERBERT FEIs 


University oF CINCINNATI 
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The French Debt Problem. By Harotp G. Moulton AND 
C1LEoNA Lewis, with the aid of the Council and Staff of the 
Institute of Economics. New York: Macmillan Co., 1925. 


Pp. xii+459. $2.00. 

The French Debt Problem is in many ways the best of the five 
studies in post-war economic reconstruction which the Institute of Eco- 
nomics has so far offered to the public. It is of especial interest to 
Americans because the only large debt owing to the United States gov- 
ernment, for which no settlement has as yet been made, is that due from 
France. The scope of the book is far wider, however, than its title 
alone would indicate. It is really a comprehensive survey of the eco- 
nomic position and economic life of France in all its more important 
aspects, and contains compilations of valuable material hitherto inac- 
cessible to most American students. Its main theme is the contrast be- 
tween the essentially sound situation of private production and trade 
and the perilous condition of the public finances. 

The authors begin with an examination of the international in- 
come of France since 1870, with a view to discovering the size of 
French foreign investments at different periods. They conclude that 
by 1914 these investments were increasing at the rate of about $250,- 
000,000 a year, and had then reached a total of nearly $9,000,000,000 
—offset, however, by $1,500,000,000 of investments made by foreign- 
ers in France. But the war replaced the favorable income balance by a 
large adverse balance, wiped out the large net surplus of French for- 
eign investments, and left instead a net indebtedness to foreigners of 
$1,300,000,000. In the next four years this indebtedness increased 
very heavily, and at the end of 1924 amounted to 125,000,000,000 
paper francs net. In that year, however, the expansion of exports con- 
sequent on exchange depreciation, and especially the increase in service 
receipts, had for the first time since 1914 produced a substantial net 
balance of income in the international account, and thus permitted a 
reduction in the total foreign indebtedness. But this net income re- 
sulted from the fact that France was paying no interest on her foreign 
political debts, and had been made possible only by a severe commer- 
cial inflation which in turn contributed to a banking, exchange, and 
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treasury crisis. The favorable balance in 1924, in other words, was 
founded on unstable and dangerous conditions, and contained no evi- 
dence of a reassuring situation. 

The next division of the study is the public finances of France. 
Here the dominant and most striking thing is, of course, the growth in 
the volume of public borrowing. At the end of the war the total French 
debt, in paper francs, was nearly five times as great as in 1914, and by 
the end of 1924, nearly fifteen times. By November, 1924, it amount- 
ed, roughly, to 430,000,000,000 paper francs, of which 23 per cent was 
owed abroad. Of the internal debt 54 per cent was long term or per- 
petual; 14 per cent short term; and 32 per cent was floating. This ex- 
traordinary increase since the war was due partly to current budget 
deficits, but chiefly to the financing of reconstruction and compensa- 
tion operations in the devastated regions. These outlays are now near- 
ly completed, but they, together with the war-time and other loans, 
have left the country with an annual interest charge already above 17,- 
000,000,000 paper francs. This is over one-third of the total budget— 
in which expenditures not traceable to the war amount to only a little 
over 20 per cent. With such huge charges, coming to over $2,500,000,- 
000 in 1924, it is not unnatural that the real budget has not been bal- 
anced since 1914. The deficit has been steadily decreased, however, 
and in 1924 amounted to only 16,500,000,000 francs, as opposed to 
Over 40,000,000,000 francs in 1919. 

The authors then turn to the field of private finance and produc- 
tion. Here the material presented and the conclusions reached are nec- 
essarily more familiar. With respect to the exchange and currency sit- 
uation the striking features are the extent of the government’s borrow- 
ing from the Bank of France, averaging (so far as can be determined) 
around 24,000,000,000 francs a year since 1919, and the indirect ef- 
fects of this borrowing in stimulating industry and commerce, thus 
steadily increasing the note requirements of private business. Even 
during the period of governmental and private deflation in 1921-23 the 
note circulation was not reduced in proportion to the contraction of 
government and business loans from the Bank. The funds released by 
contraction were in considerable part used to purchase additional gov- 
ernment securities, and thus started a new cycle of inflation. With re- 
spect to production, the most important fact is the extent to which the 
pre-war level has been regained or passed, although in considerable 
part this is due to the acquisition of Alsace-Lorraine. The output of 
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coal, iron and steel, certain classes of machinery, and textiles are cases 
in point; but agricultural production is still distinctly below the pre- 
war level—largely in consequence of decreased acreage. 

Finally, an attempt is made to draw from this mass of data a 
scheme for restoring the economic health of France. After the war 
Great Britain courageously worked back to stable conditions through 
drastic contraction and through the painful balancing of the budget. 
France, on the other hand, sought a way out of her difficulties by the 
use of credit. She thereby avoided much immediate distress, but the 
eventual reckoning has only been postponed. She is now suffering from 
the worst of all national economic diseases, excessive indulgence in 
credit. The authors declare that an increase in the ordinary forms of 
taxation is not a remedy for the present situation, since they find that 
actual tax collections already take 20 per cent of the national income— 
practically the same as in England—and that the yield cannot be ma- 
terially increased. The size of this figure will doubtless surprise most 
students. Nor do they think that important decreases in expenditures 
can be made by ordinary means, since the great bulk of them consist 
of interest and pension charges and necessary military and civil out- 
lays. Instead the authors propose, first, a reduction of the interest pay- 
able on the entire internal debt to a flat rate of 2 per cent, at least for a 
number of years; and second, the levying of a special surtax on high 
incomes, to even up the burden. Given the balancing of the budget 
which would then ensue, the subsequent stabilization of the currency 
and the exchanges would be comparatively easy. Stabilization at 6.43 
cents is suggested, although recent unfavorable developments would 
probably lead to a revision of this figure. Finally, it is declared that 
even with the budget thus balanced and the currency stabilized, the 
French international income account probably, and the position of the 
budget certainly, would make any very large payments on the govern- 
ment’s foreign debt impossible for a number of years. This debt, at the 
end of 1924, amounted, roughly, to $8,000,000,000, and is as yet, in 
the main, not being paid. Various alternatives are examined, such as 
reinvestment of the debt payments in France and the application of 
something like the Dawes plan, but none of them is free from serious 
defects. We are left with the impression that there is no certain solu- 
tion for the debt problem, and perhaps no solution at all. 

These suggestions and propositions are tantamount to declaring 
that the position of France, relative to her present burdens, is well- 
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nigh hopeless. Granted the assumption that revenues cannot be in- 
creased sufficiently, then expenditures must be reduced; and granted 
that ordinary methods of reduction wili not avail, a partial repudiation 
of the internal debt—charges on which are much the largest single 
item in the budget—is necessary. As for the external debt, there seems 
to be little hope of receiving large actual payments in any very imme- 
diate future. With the pessimistic character of these conclusions, how- 
ever, there are many who will disagree. They will deny that revenues 
and expenditures are as inelastic as depicted, and they will deny that 
the French people are as yet bearing their share of the world’s tax bur- 
den. The outlays for reconstruction and the military establishment 
and the effectiveness of the income-tax administration are points espe- 
cially vulnerable to attack by legitimate budgetary expedients; and 
the limitations on receipts from the German reparations payments are 
as yet by no means definitely established. But it is futile to debate 
these questions here. The French Debt Problem offers an exhaustive 
and skilful compilation of difficult data, handled with an appreciation 
of their frequent uncertainty; the final statistical estimates on which 
its conclusions are based are reached by legitimate methods, with due 
recognition of differing opinions; and the conclusions themselves repre- 
sent an honest evaluation of the situation these estimates reveal. 
Other estimates by other writers would doubtless lead to different re- 
sults, but the substantive contribution of the book to American knowl- 
edge of the subject is beyond debate. 
James W. ANGELL 


CotumaiA UNIVERSITY 


The Science of Public Finance. By G. Frnpiay Suirras. Lon- 
don: Macmillan and Co., Limited, 1924. Pp. xxii+-677. 
$7.00. 

This book makes an ambitious attempt to bring modern thought 
on public finance up to date. It has its points of merit, but in some re- 
spects it is a grave disappointment. 

The work is laid out on the orthodox plan of dividing the task 
into four main divisions: expenditures, revenues, public debts, and 
fiscal administration. The body of the work is preceded by Book I, 
composed of two introductory chapters aggregating 24 pages. Book 
II, covering.78 pages, is devoted to a study of public expenditures. 
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Although the author begins by saying that “Hitherto the system of 
expenditure has not been analyzed in such detail as it merited” (p. 8), 
his analysis is distinctly less detailed and certainly less searching than 
that of Bastable in his Public Finance, published more than a quarter 
of a century earlier. Moreover, it is not so useful a theoretical analysis 
as is to be found in at least two texts published in the United States 
in 1924. It is, however, more cosmopolitan than these studies in that 
its illustrations and statistics are drawn from the experience of sev- 
eral countries, whereas the other books are almost purely American in 
this respect. There seems to be no original contribution to the theory 
of public *xpenditures, but certain newly assembled statistical data 
are very well presented. Lack of discrimination is shown in a number 
of places. For example, it is said (p. 38) that “Public expenditures 
should be carried up to the point where the advantage to the com- 
munity of an additional dose of expenditure in any direction is coun- 
terbalanced by the disadvantage of a smaller dose of taxation,” just 
as though all “doses” of taxation were an equal burden to the com- 
munity! 

Book III, containing 353 pages, deals with public revenues. Aside 
from the first chapter and one other, this entire book really concerns 
itself almost exclusively with taxation. In the discussion of the na- 
ture and incidence of taxation there is no real contribution. Taxes are 
taken, we are told, “from all alike, without any regard to the use by 
the individual of the services supplied” (p. 163). Now, it is true that 
other writers have said the same thing, but it is by no means an ac- 
curate statement as to all taxes. If it were, the gasoline tax, the auto- 
mobile registration tax, and perhaps others could not be classed as 
taxes. Most of chapters xviii and xix, on the shifting and incidence 
of taxation, are devoted to a routine summary of the views of Adam 
Smith, Ricardo, Mill, and others. In so far as the theory of incidence 
is discussed at all, the discussion is entirely abstract and is modeled 
on the outline used by Smith. 

In chapter xx, on land taxes, the opposite extreme is apparent. 
The practice in several countries is described, but principles involved 
in land taxation are not mentioned at all. The layman reading this 
work as his first in the field of government finance might be led to as- 
sume that the economic and political results of land taxation are the 
same in all countries, whether in one like undeveloped but densely 
populated China, or in one such as highly industrialized England. 


a 
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Moreover, the description is not always accurate. For example, the 
writer says, “Land taxation in most of the 48 states of the Union is 
the main source of provincial or state revenue. It is not usually a pro- 
gressive tax, as in the Swiss cantons, but a tax of 114 to 2 per cent on 
land and also on buildings.”’ This is inaccurate in that it implies that 
there is a real estate tax apart from the general property tax, in that 
it implies the existence of some graduated property taxes in the com- 
monwealths of this country and in the range of rates indicated. 

In numerous other respects the discussion of taxation is inade- 
quate or inaccurate. A few examples are cited: (1) the discussion of 
progression (pp. 267-68) is entirely inadequate, particularly in its 
theoretical aspects; (2) the assertion (p. 322) that the poll tax “in 
the United States is in force in every state except Columbia and 
Maryland” is doubly erroneous; (3) the author has apparently failed 
to understand Professor Rignano’s proposal to graduate inheritance 
taxes in proportion to the number of times the fortune has formerly 
passed by bequest or gift. Rignano is thinking of the amount of the 
fortune inherited, while Shirras seems to understand that he means 
the particular units of wealth concerned. 

On the other hand, one finds in Book III many things to com- 
mend. The chapter dealing with the burden of taxation on the popu- 
lation as a whole (chap. xxix) is interesting and well-written, and the 
comparisons between different countries are carefully qualified. Again, 
the chapter on non-tax revenue (chap. xxx), primarily revenues from 
state industries, though dealing with materials on which much that 
is controversial has been written, contains an unbiased, though not 
very penetrating, analysis. The two chapters on local taxation (chaps. 
xxxi and xxxii) are stimulating and well-written. The first very briefly 
traces the history of local revenues of various countries, while the sec- 
ond analyzes the methods. The latter is a particularly good discus- 
sion. 

In Book IV the writer deals with public debt in 84 pages. The 
point of view is orthodox, and there is no contribution to the theory 
of government borrowing. The most interesting chapter is that (chap. 
xxxiv) on the burden of the public debt, but even in it there is little 
that is novel. The general conclusion with respect to a capital levy 
for the repayment of debts is that it should never be used save as a 
last alternative to repudiation (chap. xxxvii). Here, as elsewhere 
throughout the volume, the writer falls into minor errors in matters of 
detail. On page 532, for instance, he speaks of the people of the 
United States as paying direct and indirect taxes to reduce the debt of 
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the federal government, whereas in actual fact there were no direct 
taxes of any consequence during the period mentioned. 

Book V, on financial administration, is confined to 67 pages. Be- 
cause of the large number of countries from which illustrations are 
drawn, it seems even briefer than the number of pages would suggest. 
One of the most interesting things about this discussion is the fact 
that more emphasis is laid on the recently enacted budget and ac- 
counting act in the United States than on the systems of other coun- 
tries. To American students, who are accustomed to thinking of Eng- 
lish budgeting as approaching most nearly the ideal, it is a distinct 
surprise to find American practice given so large a place. There is no 
evidence that the author is acquainted with any of the recent Amer- 
ican critical literature on financial administration. 

The author seems to have wide knowledge of the old books on 
public finance, but gives little or no evidence of familiarity with much 
of the best modern critical literature. He quotes from fairly recent 
English books and from a few standard American works of recent 
date; but on the whole, contemporary literature is not recognized. 
There is no reference whatever to the publications of the National 
Tax Association, to American or continental periodical literature 
(save one reference to the Quarterly Journal of Economics, which ap- 
pears to have been cited without having been read), and little mention 
of English periodicals other than the Economic Journal and the Jour- 
nal of the Royal Statistical Society. On the other hand, much use is 
made of official documents, such as statutes and reports of govern- 
mental commissions. There is no organized bibliography. 

The most useful part of the book, perhaps, is the statistical ap- 
pendix, pages 612 to 657. 

James W. MartTIN 

Emory UNIVERSITY 


Protective Labor Legislation with Special Reference to Women 
in the State of New York. By E.izaBETH FAULKNER 
Baker, Pu.D. (Columbia University Studies in History, 
Economics and Public Law, Vol. CXVI, No. 2.) New 
York: Columbia University, 1925. Pp. 467. $4.50. 

This careful and thorough study is especially timely, in that the 
demands for equality voiced by the Woman’s Party have revived the 
old differences between the “woman’s rights” organizations and the 
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groups concerned for the social control of the industrial organization 
under the factory system. Dr. Baker makes no reference to these old 
issues as they can be reviewed in Abbott’s Women in Industry or in 
the struggle for professional opportunity in Illinois in the late sixties 
and early seventies, but she is concerned with the current stage of the 
old controversy. The inquiry is given added timeliness, too, by the 
minimum wage decision (261 U.S. 525), which was based in part on 
the assumption by the court, sadly lacking in justification, that women 
had arrived at a status in which, as Justice Sutherland described it, 
their “inequality had been reduced to a vanishing point.” 

Dr. Baker has added greatly to the value of her study by relating 
the problem of protective legislation for women to the whole problem 
of protective legislation. Logicall:7, of course, no distinction of claims 
for protection can be drawn between certain men, unreasonably dis- 
advantaged as bargainers when compared with the employer with 
whom they negotiate, and all women who offer their labor in return 
for a wage. There is, however, the attitude of organized labor toward 
protective legislation for men which must be taken into account in 
determining the policy women must pursue. 

Dr. Baker reviews the constitutional aspects of the subject in 
order that the legislative development may be seen within the consti- 
tutional limitations. She also reviews the legislation in New York 
dealing or attempting to deal with problems of home work, hours of 
labor, wages of men, chiefly those in public employment or engaged on 
contracts for public improvements, health, and safety. She then re- 
views the attempts to deal with women’s work separately and to con- 
trol the length of the working day, to prohibit night work, to prohibit 
dangerous or immoral employment, to require certain ameliorating 
conditions of work, like seats or rest and toilet rooms. 

Chapter v deals competently with the discussion of the difficulties 
to be found in the administration of factory legislation; chapter vi 
with some effects of protective legislation for women. The two least 
convincing and least adequate chapters are chapter iii, in which influ- 
ences bearing on legislation for women in New York State are dis- 
cussed, and chapter vii, the final chapter, entitled “The Contro- 
versy.” 

In chapter iii, for example, Dr. Baker treats the courts as one of 
the strongest influences bearing on legislation. This is difficult to un- 
derstand until it is brought out that the influence to which she refers 
is found in the opinions of divided courts which reflect divided public 
opinion on the subject dealt with. 
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The “recommendations of state bureaus and the labor unions” are 
treated together as influences affecting this legislation, though further 
thought must convince Dr. Baker that the bureaus, themselves cre- 
ated under such protective acts, are instrumentalities for guiding a 
stream already in fairly full flow to the sea, while the labor unions 
voice the deep conviction of the civilized world that the modern indus- 
trial organization must assume aspects consistent with human partici- 
pation in the process by all the workers on whom the product depends. 

Perhaps, if the title had been such as to indicate more clearly a 
historical rather than an explanatory or interpretative discussion, the 
chapter would have been more easily understood. It is a thorough and 
careful historical statement, which does not, however, penetrate into 
living and working conditions, into the degradation of family life and 
the exploitation of the weakest bargainers, those mothers with young 
children Mrs. Webb so vividly describes as “non-ablebodied persons,” 
into the abuse of girl labor power, the sole hope of a future sound 
physical generation. To none of these does Dr. Baker trace an influ- 
ence bearing on the legislation, save possibly through the “enthusi- 
asts” to whose efforts she refers rather casually. 

In the same way in the final chapter, entitled “The Contro- 
versy,” the discussion seems, as was suggested above, rather super- 
ficial and rather narrow. As has been said, the earlier aspects of 
both the movement for legislation and the movement for woman’s 
rights are largely neglected. Very slight reference is made to the 
great body of experience under the English factory acts, which has 
so greatly affected the thought on these subjects everywhere. There 
is one quotation from Mrs. Sidney Webb, none from the work of 
Miss Hutchins or Miss Harrison. Nor is any notice taken of the 
dilemma presented by the necessity of dealing with industry or- 
ganized on an international scale by governmental devices essentially 
local in operation. It is surely impossible adequately to discuss any 
development in New York without taking notice of the fundamental 
and elementary fact that industry is now not only nationally but in- 
ternationally organized; that agencies for control to be efficient must 
be likewise nationally and internationally competent; that an attempt 
to exercise control by the states is to allow those forces hostile to such 
control all the advantage of exaggerated reiteration of the opinions 
contrary to effective control. Above all, perhaps, Dr. Baker would 
agree that possibly the most essential requirement for the settlement 
of the controversy might be a type of exact accounting, making possi- 
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ble some such appreciation of the true effect on the productivity of in- 
dustry of the various types of social control so ardently supported by 
the various factors to the controversy to which she refers. 
S. P. BRECKINRIDGE 
University oF CHICAGO 


Harvard Business Reports. Vol. 1. New York: A. W. Shaw Co., 
1925. Pp. 561. $7.50. 

This book is the first of a series to be published through the Bureau 
of Business Research of the Graduate School of Business of Harvard 
University. The editors express the hope that they may eventually col- 
lect a sufficiently extensive, or adequately representative, body of rec- 
ords of business men’s experiences in analyzing and solving their prob- 
lems, so that the separate cases may be arranged “into series and rela- 
tionships,” and so that it may become possible from such arrangement 
to effect “the development of generalizations of business principles 
which can be safely made only upon the basis of . . . . recorded 
facts.” It is the belief of the editors that the principles of business ad- 
ministration, like those of the common law, may be discovered as the 
result of an examination of a sufficiently large number of recorded 
“cases.”’ This series is designed to furnish the material (or some of it) 
for such examination. 

The experiment promises to provide then, for analysis and com- 
parison, records of significant business experiences which exemplify the 
application, discovery, or development of sound (or, perhaps, unsound) 
principles of business administration. 

The present volume contains 149 (selected from about 3,500) 
cases. Each case is a record of an actual business experience. The 
cases are, in form, statements of business problems together with dis- 
cussions (of varying incompleteness) of the business setting of the 
problem and statements which indicate the solutions adopted. In view 
of the high promise of the Foreword, however, the subject-matter of 
many of the cases is disappointing. 

Adequately torserve the purposes of such a collection as is pro- 
posed each case should, first of all, illustrate sorte broad principle of 
business management, sound or unsound. It should state the facts 
which raise the problem, so that the issues involved in its solution be- 
come clear, and those issues should be issues of principle. Following, or, 
as each instance may demand, preceding the statement of the solution 
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which was adopted, each case should contain something analogous to 
the opinions of the courts in the reports of litigated cases. This latter 
feature, it is believed, is quite essential. It should bring out the issues 
involved, when they are not otherwise made clear; it might weigh the 
merits and demerits of alternative solutions which were proposed; and 
it should particularly point out the principle involved and indicate how 
far that principle may be applicable to other problems. In a word, 
such opinions should explain the aptness or inaptness of the solution 
adopted. The collection does not meet these requirements because (a) 
only some of the cases include anything analogous to an opinion, and 
(b) many of them do not appear to illustrate any broad, general prin- 
ciple. 

In a number of cases the reasons for differences of executive opin- 
ion, so far as they are indicated, are merely differences of conjecture or 
estimate as to when or how industrial conditions were expected to 
change. The mere fact that subsequent events justified the decisions 
which were adopted does not convince one of the usefulness of such 
cases as illustrations of business principles. 

Again, some cases are simply chronicles of the fact that particular 
devices were utilized for the control of stock, expenditure, sales, pur- 
chases, or labor control, and that the companies were pleased by the 
results. Such cases would have more value as object lessons if they in- 
cluded (a) discussions of other plans or devices and reasons for their 
rejection, and (5) “opinions,”’ which should indicate why the plan was 
adopted, why it proved satisfactory, and what business principle it 
illustrated. 

In a few of the cases a clear statement of the problem indicates 
the nature of the solution, and in some cases the principle (if it is 
such) is so elementary as scarcely to merit the use of space to exem- 
plify it. Shall a bank withdraw credit from a firm which makes two 
financial statements as of the same date, one for the bank and one for 
the commercial agencies, even though the bank is apprised of the fact? 
Shall the bank abandon common honesty? Shall a company, in viola- 
tion of its agreement, reduce the piece-rate schedule of a small, special- 
ized group of five employees, when it is evident that the members of 
the group conspired to deceive the time-study engineers; or shall it 
maintain these rates for the sake of the morale of the other employees? 
A problem, surely. The solution, however (the rate was not reduced), 
was not based upon principle, but upon expediency. 

These cases and others of similar types may indeed be useful by 
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pointing out to business men that others have been confronted by 
problems similar to their own; but cases which instance the “calling 
of the turn” of the business cycle, cases which illustrate the adoption 
of the counsel of expediency or of common honesty, and cases which 
recite the fact of employment of mechanical accounting devices with- 
out explanation of the principle involved (if any principle is involved) 
do not justify themselves in a collection of material the purpose of 
which is the illustration of the broad principles of business adminis- 
tration. 

The book includes extracts from six reports of litigated cases. 
These extracts hardly seem well chosen. In them was adjudicated the 
legality of market practices. They lay down or exemplify the applica- 
tion of principles of law, not of business management as such, and they 
are readily available elsewhere. 

On the whole, the experiment seems to be of great promise; but if 
we are to be provided with such material as will make possible a really 
scientific study of the principles of business administration, more edito- 
rial labor must be expended, per case, than this volume indicates. The 
cases should be chosen with greater care, and explanatory notes, of the 
nature of “opinions,” are essential. 

Jay Fintey Curist 

University oF CHICAGO 


Die Binnenschiffahrt der Vereinigten Staaten von Amerika. By 
Ernst Escu. Leipzig: G. A. Gloeckner, 1925. Pp. viii 
+136. 

This treatise on inland waterway transportation in the United 
States is the first of a series of studies dealing with outstanding prob- 
lems of transportation and communication in the United States by the 
author, who is director of the new Institut fiir Verkehrswissenschaft, at 
the University of Cologne, and represents in part the results of a re- 
cent study trip which took him throughout the United States. 

After tracing the historical development of commerce on the rivers 
and canals of the United States from Colonial days down to the pres- 
ent time, and discussing more in detail the decline that set in about the 
middle of the nineteenth century (chaps. i and ii), the author gives a 
general summary (chap. iii) of our present-day waterway system, the 
extent of the different water routes, and of the water-borne commerce 
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thereon. In the following four chapters the six main waterways of the 
United States are treated separately in considerable detail. Separate 
chapters deal with the policy of the federal government, as carried out 
by the War Department, the Department of Commerce (chap. viii), 
and of private organizations that promote inland waterway commerce, 
such as the Lake Carriers’ Association, the Great Lakes—St. Lawrence 
Tidewater Association, and the National Rivers and Harbors Con- 
gress (chap. ix). Then follow chapters on plans for developing water- 
ways in the United States (chap. x), on co-operation of inland water- 
ways and railroads (chap. xi), and on passenger traffic via inland 
water-routes (chap. xii). A carefully selected bibliography, statistical 
tables, maps, and twenty-two excellent illustrations, together with nu- 
merous charts and graphs interspersed in the text, add appreciably to 
the value of this book. 

In a final résumé Dr. Esch points to the rapid growth of commerce 
on the Great Lakes as one of the outstanding features of inland- 
waterway traffic in recent years. He also notes a promising movement, 
setting in about 1922, which aims at the emancipation of traffic from 
the long-time predominance of the railroads and endeavors to direct it 
more along the water routes that are being developed by the federal 
and state governments as well as by private means. He considers it 
too early, however, to predict a thoroughgoing success for this move- 
ment until the time when the natural resources of the country cannot 
be exploited as readily as has been the case in the past, and when, in 
the battle for its daily bread, the nation will learn to economize. 

The book is of particular interest because it reflects the observa- 
tions of an expert who is conversant with the history and present-day 
problems of inland waterways in European countries, and who, 
throughout his discourse, draws attention to experiences and condi- 
tions abroad that may be helpful in solving similar problems in the 
United States. This comparative method of treatment also adds value 
to the numerous shorter sections here and there in the text, on such 
topics as freight-rates, canal legislation, technical shipping matters, 
etc. Thus this valuable study rests on a much broader background 
than would appear from the title, and forms a welcome contribution to 
the literature on this subject. 


Wittram Notz 


Wasurncron, D.C. 
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Introduction to Agricultural Economics. By L. C. Gray, Px.D. 
New York: The Macmillan Co., 1924. Pp. xii+-556. $2.40. 

Two aims, according to the author’s Preface, lie behind the book: 
“to provide a textbook suitable for the use of beginning students and 
one also adapted to the needs of the large class of general readers 
whose interest in the economic problems of agriculture is being 
awakened.” 

To further these aims, “comprehensiveness of scope” as well as 
“simplicity of treatment” seem necessary. After an introductory 
chapter or two on definition and systems of farming, the succeeding 
ten chapters deal with phases of farm management taking the point 
of view of the individual farm as a business enterprise. The remain- 
ing chapters discuss the factors of production, marketing processes 
with reference to certain commodities, and finally, prices of farm 
products. 

The author defends this rather unusual order of material on the 
ground “that value and price cannot be adequately discussed without 
a previous knowledge of the mechanism of purchase and sale and of 
the various facilities for price determination.” 

While such an arrangement makes for concreteness and easy 
reading, the grasp of the central problem of value is made more diffi- 
cult. If we grant (as we assume the author would) that the decisions 
of the farm manager rests upon considerations of value and price, it 
would seem illogical to postpone the discussion of this subject to the 
end of the book. The effect is to isolate in a concluding group of chap- 
ters material which should be brought into coherent relationship with 
the earlier chapters on management and productive factors. The re- 
sult is a lack of logical unity. 

Broadening the scope of a discussion gives a wider view but does 
not necessarily aid comprehension. To accomplish this latter end 
there must be present a unifying principle of organization. Especial- 
ly for the beginning student in a technical subject it is important at 
the outset to get a notion of organic unity, of a structure of inter- 
related parts functioning in terms of prices and profits. Such a unify- 
ing principle is lacking in the present literature of agricultural eco- 
nomics. 

These difficulties, after all, may readily be overcome by the skil- 
ful teacher and a consideration of them should not prejudice the read- 
er against the positive qualities of the book, which is an improvement 
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on any previous elementary text which has come to the writer’s atten- 
tion. The discussion has the virtue of concreteness, compactness, and 
interest, all most essential for the novice. Dignity of style and lan- 
guage are not sacrificed in getting simplicity. Practical features which 
will recommend themselves to teacher and student are chapter out- 
lines prefacing each chapter, ample bibliography and questions on the 
text, and an Index. 


E. A. Duppy 


UNIVERSITY OF CHICAGO 


Interest Rates and Stock Speculation. By RicHarp N. OWENS 
AND CuHar Es O. Harpy. New York: Macmillan Co., 1925. 
Pp. xiv-+197. $2.00. 

This book, one of a number of investigations in finance being con- 
ducted by the Institute of Economics, attempts an inductive study of 
the current theory that short-time interest rates, in particular, call- 
loan rates, control speculation in the stock market. 

The general scheme of the book may be indicated briefly. The 
authors first set out the common theory that “variations in the call- 
loan rates caused variations in stock speculation” (p. 6) and that 
“cyclical variations in speculative activity are . . . . caused by fluc- 
tuations in interest rates” (p. 11). The whole purpose of the study 
is to test the validity of this theory and its variations, for in some cases 
it is held that the rates on prime 60-90-day commercial paper are the 
controlling rates, rather than the call-loan rates. 

The fifty-year period under study is broken into two parts, 1872- 
97 and 1898-1922. The call-loan figures used are the monthly aver- 
ages of the high and low rates for each week; the rates on 60—90-day 
commercial paper are obtained in a similar manner. The index of 
stock prices is made of approximately ten stocks for the period 1872- 
1914, while for the period 1914-22 it is based on twenty stocks. The 
actual stocks used in the index change from time to time and are kept 
as representative as possible. The authors place more reliance on 
stock prices as an index of speculation than on shares traded in, al- 
though the latter are by no means neglected. 

After indicating clearly the seasonal nature of call-loan rates they 
attempt to find some relationship between these variations and specu- 
lative activity as indicated by stock prices and shares traded in. After 
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an exhaustive comparison they conclude that there is no clear rela- 
tionship; the same process is repeated for cyclical variations with the 
same result. Similar comparisons with short-time interest rates yielded 
a higher degree of correlation, but the causal relationship was not 
clear. However, by comparing the correlations for the two periods of 
the study they arrived at the final conclusion “that there is a pro- 
nounced tendency for interest rates to lag behind stock prices in their 
upward and downward movements, with an interval of about twelve 
months” (p. 98). Inasmuch as any correlation merely expresses a rela- 
tionship without any reference to causality, it is possible that the 
causal relationship runs both ways. In any case their conclusion clear- 
ly reverses the usually assumed relationship. 

The last chapter discusses the theory on purely a priori grounds 
and concludes that there is no justification for its conclusions. After 
having subjected the theory to a statistical test and discussed its theo- 
retical premises the general conclusion is that there is no support for 
the theory, although some relationship between the money and stock 
markets is not denied. 

The authors appear to have made use of all the available data 
and, considering the period under review, the study is remarkably com- 
plete. It contains a wealth of material which should be of value to the 
student interested in this particular phase of finance. The detailed ma- 
terial discussed in the text, accompanied by an explanation of the 
methods of computation used, are contained in the appendixes. Most 
of the statistical work is simple, inspection being relied upon in most 
cases, which doubtless adds a great deal to the readability of the book 
without at all impairing its value. The graphs presented lack legibility 
and clearness because of careless construction, but if this were reme- 
died, which might easily be done, a larger number could be used to 
advantage. 

The book, which is simply and clearly written, is an extremely 
valuable addition to the literature on this subject. One cannot help 
feeling that it is a piece of research well worth while and one which, it 
may be hoped, will be duplicated in other fields. 

C. A. Curtis 
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